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FIRSY CUTLINES OF A THEORY COF FCREIGN TRADE IN A COUNTRY WITH A

PLANNED ECONC.Y

(Case of trade exchanges in'Poland)

I. How theory on foreirn “rade in countries with planned economies

stand.

}/\[‘.x\gzr et
4 compleX and homogene theory of foreign “rade in the socialist
N

: : N s yen-exisfont
countries (with planned economies) is almost it-exiziance in the
A

; theorciical works of the East. This blank in the economic theory of

i socialism is not accidental; it is the result of manifold reasons.

Vo
1. Theoretical reasons - Karl Max in writing Défé Kagital made
two omissions which are heavy with meaning: he conscientiously

avoidec including in his thecry of value the modifications which could

Ih e .
be brought to it by foreign trade and it-is theory of reproduction
-t e ”~ A l

'éﬁ‘hodifications which could be brought to it by technical progress .

Moreover, it is strig¢king tnat Marx)for whom the econcmic tizory
of Davic Ricardo was a source of inspiration (theory of value) aw
the same time being an object for criticism (theory of salary and
theory of j&é%id rent))never took any position with regard to the
theory of foreign trade and especially the theory of comparative
costs) formulapﬁd by Ricardo. It is not considered that the remarks
made by Marii?ge dropping of tn. rates of profit after supp;gng cheaper;

raw materials rove in this direction. See Karl Marx, Theorien uber

den lMehrwert, and also Le Capital, Vol. III, ch. 6/1, or ais remarks

—_ 3
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on the foreign exchange rate in England. See lLe Cavital, Vol. III,

-
sor . o

che 35; --?\;1 the history oI market capital, Le Capital, Vol. IIT,

ch. 20, |

—_ L .
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However it was a question, as experience of the past century since
the first edition of £§'Gapital has shown, of the most dynamic factors.

Moreover Marx certainly understood the possibilities but he was

RN

treating technical ggggé%gphs retrospectively when he analyzed the
] substitution_of machines for manual labor; he was also treating foreign
’ trade when he considered the relationship of forces between the

main industrial countries of Europe in the 19th century without
! resorving to an analysis of the mechanism of exchanges between them.,
;  Marx's theory, such as the Soviet revolutionaries inheritediin 1917,
Included neither technical progress nor foreign trade. Nevertheless
to the extent that fﬁe newly created country was obliged tq forge its
own economic policy these two factors must have beenoégé%éﬁand
developed. Without analyzing it in depth, Lenin had to reintergrate
the technical progress factor inid practicejéggzigzﬁintg economic
theory; he emphasized its importance within the éroad outline of plans

for electrafication, industrialization of the country and increase of

the productivity of laborl.

1 é%?:g%g; does not consider here that his work was exclusively on
the monetary aspect of exchanges with abroad - e.g. his article on
gold - , this attention pertaining to the monetary aspect of exchanges
constitutes a direct extrapolation of Marx's tﬁought which, being con-
cerned with the intrinsic interplay of economic facts in the domain of

foreign trade, remained on the surface of things, retaining only therr

— 5 —_—
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rmonetary aspects, efiiixz (Lee _uain's remzrxs on the role of banking "
"Imperialism, the Crowning Stage of Capitalism"; and on the role of

gold in trade in "The Importance of Gold now and after the Victory of
Socialism".)
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The foreing trade factor was in its turn examined by Trotsky,
particularly when he put forth the broad outlines of his plans for
trade exchanges for the rest of the world. One need not refrain from

thinking Unit th#e pverhaps determined the ultimate stagnation of
!
theoretical f£z7% regarding foreign trade. Stalin in effect remained
A e
direct heir to Lenin's thought and was the grave digger for %kl which

nad the sllvhtest connectlon with Trotsky; under his initiative

“1 .;‘j PAbLS ){, S

Soviet taecorxieiens and praciiviuzs lent their efforts toward the
A A
study of domestic production and the problems related to it.

This thought trend has been followed up in all the countries with

a planned economy and in the years 1945-1955 one can advance thab

Ll

there were few, if any at all, original economic ideas on foreign

trade coming out of the framework of economic theory elaborated in the

USSR

2. Political Reasons

The ensemble of international economic relalions was in itself
highly favorable for the creation of a valuable economic theory for
foreign trade in the countries with a planned economy. Before the
Second World War, USSR exchanges with the rest of tﬁe world were always
invested With a clearly political character. The theoriciens and
even p;e’ c;eﬁs‘ef foreign trade were not able 1o thlnk of the exist-
ance of exchanges with the outside on a strictly economic basis
(said otherw1se, on the basis of pure rentibility and comparative

D \ d)LC’v'.l"

advantage) ia other conclusions they %? about the relations of foreign

— A
I
A :
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countries with the USSR tried to prove that these relavions were

"lq

founded on intervention (s\-u the 1ndu5ur1al power of the USSQ),

discrimination (economic blockade) and attengts to “c_vave the
/\
economic crisis which raged in the West (exports of surplus unsaleable

on the domestic markets).
It is obvious that political conclusions of this nature did not

allow forming theoretical tHOu zht open to generalizing the :
T N YD
phenomenon of foreign trade, <.:. -3 with larx's eyes,Aappllcable to
AN

the planned eéconomy and taking place among countries having different

econoriic systems. The other European boantr‘es of the East suffered
T
the same limitations of thought,, all the more ulnce their economic

relations with the world were completely distorted by policy¢ On the
one hand, relations dominated by the USSR, and on the other hand
relations dominated by the cold war during and after the Korean

conflict,

3. Economic Reasons

‘ Also a certain number of economic reasons oppose the working out
| - !.l:" A
of a theory for f"ixin trade in countries with a planned economy.,
IO
[h(.c o

It seemed at first sight that the combinationhof the theory

of value based on labor and the principle of industriaiization ﬁ%é;;

~

only possible within the framework of a closed. economy. However, the
labor-vai e, 1o plic ety

theory of logically and mrcxas poses the necessity

and the rationality of international division of labor which itself
0
leadsAthe Justification of the theory of comparative cocts.

— Al —— -
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This was not compatible with irend of nationlal self-
Was [ianing
sufficiency toward which the econamic pol:_cy of the USSR nz=z3 before

and after the Second World War; the economic palicies of cguntrles
iy Ee¥on

m.th/\ulanned economy went the same waj,l g;iaé;}g )t:mdtheSonet orbit

in the j years 1%7—1955. On the other hand, a voluntary approach

toward the law of value has in addition induced the departure of the'

price of‘ products from their real value. The initial departure has

already provoked -til: violation of the MNM"&? interpretation of

this law which says that value is the equivalent of the quantity

—_ 9
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(ﬁ:uff'f‘ o
of lcbcl%F necessary socially forAcertain social average of quantity.

Now, the social average, to be scientifically justified, cannot be
limited to a geographié regioﬁ or”tq a colléction of technical factors
of production. In this céLEGfiL%giQ;t;:35§ appearing and disappearing
shores . represents non-conjectural data, statistically
unwarrgnted. 'A collection of technical factors of production can $e.
distinguishe& clearly by its effectiveness with another collection,

C./J‘:Q,

E)eﬁxg w3 k@{isépara*ai'by the border, the customs people and a

political regime.

Nevertheless taken as a basis of prices, value has been limited by
geograph;c borders and by the state of technical factors, the two being
far from the plurinational or world-wide average. This has constituted
the first slage of departure from value; the second was the fixation of
prices in terms of the current needs of economic policy -- most often to
adapt them to the incompatibilities caused by this policy. The result
was that the structure of prices in countries with a. planned economy had

_“no relation to Fat o; the countries in the west. This state of
things rendered impossible the elaboration of a theory of foreign trade '
inasmuch as the problem of prices and value had not been solved. The
problem remaining untouched and untouchable for many years, té; theory
of foreign trade could not be formed in the void. Furthermore the

principle of industrialization has transformed foreign trade into a

safety valve associated with the economic system and designed uniquely

to equilibrate the material balances of production. Priority imports

10 -
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entered the balances to fulfill production needs (especially by virtue

Rl .',' 7»-;:'%

¢ of furnishinc 1rne,v e“u':::cts and raw materials which could be

4‘\ 1\-

produced at a given moment on the interior of the countr?* the exports
f\/\’l j
were provided for nizemy to pay for the imports. Thus these economic

reasons themselves prevented the working out of a theory for foreign
&y \Y‘KC -

trade in the ccazxmw} with o planned economy.

It is fitting to add to this list the difficulties due to the
lack of statistic material. It is a curious thing that statistical data

relative to foreign trade, in spite of its international character,- «=s
heve becsw

ligy,kept secret and often economists of these countries wezz forced to have
A

recourse to the documentation of the United Nations or of the economic
commission for Europe for data concerning their own country due to the

lack of national documentation.

\\\

I1 krd of the period of non-inclusion of foreign trade a:d economic
) A
theory ‘
whene

Such a period with the necessity for theory of foreign trade was
A

constantly neglected could not last. The evolution of general conditions
sweeping away this state of affairs was first produced in the political

domain. Stalin's death put an end to the extrapolation made by economic

O
theory of a single plan ui:h all of the Marxist heritage -- that of

production. T?e events of 1956 put an end on their own part to economic
LN e fries
~ R L C‘aun
relations c__;::.:::ien between the USSR and the ather connxny'with a
A

planned economy and furthermore opened the way to more extensive economic

relations between these countries and the so-called capitalist countries.

—_— 11 =
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The economic sub-strata themselves have changed also. The

accelerated industrialization process being virtually completed in

L”,r?,lt

most of the countries form.the planned economy, it was important to find
- A

a new place for foreign trade in the future. To be sure, foreign trade

could not constitute an independent factor which would be céntrary to the

[
& principle of an integral planning and a higher goal g;.the socialist

A
economy (considered insofar as the fundamental economic law for social
formation). Theory and economic practice have only oriented their
*‘} ;«t .
position in another direction, abandouin%\extensive'effort (maximization

of goals) for the benefit ofightensive effort (minimization of means).
The problem of effectiveneséAwas posed from that time onward. But
the efficiency of production (and the effectiveness of investments
considered as means) could not dispense with foreign trade, seen this
time not as a supplementary tool designed for the completion of the goal
to be attained, but as one of the means whose effectiveness could have
been compared with the effectiveness of other.

However just as the Renaissance of the theory of foreign trade in
a planned economy was made possible, the surrounding conditions had
changed fundamentally in comparison with the ltANLf ?F departuwre of
theée cou?tries. The creation of complex industries has instigated a
reversal %% the structure of the material balances of>the country:

surplus balénces of raw materials during the beginnings of
A

industrialization have given place to deficits balances; in like fashion,

the deficit balances of capital investment gave place to surplus balances.

—_— 12 =
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This has not been without influencing the structure of foreign trade.

At the same time the world market broke up into a certain number
of very qlearly defined groupé of countries. Furthermore, the
homogeni%gy of each group has been strengthened by different facts, that
of the large industrialized capitalist countries by the cre#fion of
customs and political unions, that of the group of underdeveloped
countries by the choice of industrialization for some, "natural or
genetic" development for others, neutrality for some and a leaning

toward a specific . political and economic group for others.

Thus the problem is raised for the countries with a planned

economy and it is important to create a theory of foreign trade.

Has this theory been created? One can find no trace of it in any
theoretical economic publication. So it is theoretically inexistent;
the practice of foreign trade is none-the“less guided by certain more

and more coherent theoretical principles. One is then tempted to
e .
recqq;truct b;? theory for foreign trade basing it on practice, by means
(N> il e
-of m‘i‘h nce (in order to end up with particular proposition;) and by meay
A

wzy of induction (uﬁﬁ* & Niew  to ending up with general propositions).

&

The example chosen will be Polish foreign trade. The Polish
- :
Toltra

_case, that of its foreign trade being ICCﬁﬁad halfway between that of &
the highly industrialized countries of Czechoslovakia and East Germany

(whose exchanges, by structure, belong to those of the industrialized

oyt

countries in the west) and that of the Y<7Il7 industrialized countries
A

such as Bulgaria and Rumania (with exchanges of the same kind as those

— 13 | —
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in the underdeveloped countries)./?ﬁn economy buiit on coal and til2
£23 that first Poland strongly felt the effects of Russian domination,
with Polish foreign trade céming subsequently under the influence of
transformations during the industrialization of the country -- Fhis
being the basis of the Polish foreign trade -~ must illustfatéﬁ%féase
and allow draﬁing a lesson from it for the countries which are also

trying to formulate a theory of foreign trade.

JII. Foreign trade and national production

If an quation were established where foreigh trade (in value
and/or infﬁ::CT“q;‘figured as a dependent variable, the role of the
determingnt of this equation certainly would have been played by the
domestic production of the country and the supply and demand on the
interior and outside the country would have constituted the limiting
conditions in it. (The problem will be treated in the chapter on -
"optimation® of foreign trade.) It remains that foreign trade exerts
from its beginning (in the coﬁntries endowed with 2 weak degree of
economic institutionalism or state economic control [Mdirigisme"]) or
after a certain time (in the countries practicing state interventionism
or a planned economy) a "feedback" effect (return impact) influencing
production in turn but the connection between these two factors, whether

it be é simple linear equation (unilateral) or a cybernetic linear

equatioh (reciprocal), is beyond doubt.

— 1k = ;
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However the nature of this connection is not clear. For meny
decades, traditional econoric analysis linked the end products subject
to foreign exchanges to finel production (or industrial consunption),
which furnished or absorbed these products. All influence exerted by
the final nroducers (= exnorters, both nlaced at the end of the chain
of production) or by the initial consumers (= importers, both nlaced
at the beginning of the industriai consurption chain) on the other pro-
ducers and consurers would return to the framework of play between the
multinlier and the accelerator (secondary, tertiary effects...), a
simple and convenient denomination.

1. The relations brovght to lisht by imrort-exmort matrixes.

Such an analysis was far from beihg exact. The introduction of
matrixes in numerical economic studies marked the beginning of & more
orecise analysis. Wassily Leontief was the first to use metrixes for
the study of foreign trade and the resu'ts of his analysis, read before
Fhe Americen Philosophicel Society in Philadelphia on 24 April 1953, -
ggéfgiven place to the formetion of a "paradox" consisting of the par-
ticination of the United States in tﬁe international division of labor
Based on a srecialization in labor-intensive and non-capitel-intensive
vroduction, which impigs an economy of capitzl and the export of sur-

plus mannower.,

To study the cese of foreign trade-production connectisns in Po-

land, recourse tc the intersectorial ftous of input-outnut is necessary.1
{

—_ 15—
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the value of imports used in the process of production Q;\i and the

indirect taxes charged, Ti.

Let us call q_l sy and 'bi the corresponding quantities by unit

of production; from this

)
I'd
4T

By inverting the matrix of origin A of /\input-output coefficients ,

-1
ve get the matrix (I-A) whose element D, 4 corresponds to' the
\;:;.1;(} one it A

total production of the sector i required by ﬁi‘ll production of'\the sec-
\

tor j. The accrued costs ~ corresponding to this unit of production

are

. .. then given by:
I

_ qip 13 for the value added by sector i;

%3

m - <" m for the value of orts required
i =L 1piJ imp g v
L
Aptal
%‘J - L o, 3 for the 't;v.'b\ie of indirect taxes
i o

;
Let us call th the goodyservices produced by sector j and
contained in the component Yh of the final demand Y. The structure of

accrued cogsts of the component Yh is given by

added iy Seefre

50X1-HUM

SR Sy j Ys  for the value
_ J
o= %- ;‘j Yin for the value of the o's
th =y h %j Y  for the total of indirect taxes
o J
d

1T .
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]’Beginning of footnote which runs from here to the top of p. 18.

In algebraic terms, the method epplied can be formulated in the
following manner : the input-outnut table rives for each sector i, the
velue of the toﬁal nrocustion in rarket oprices, Oi, the &dded value

corresponding to the cost of the factors, Qi’

[See table on p. 11]

— 17 —
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The inversion of various matrixes A was carried out by &
method of successive epproximation founded on the identity
-1 N
C(z-8) T = (A) (T-2) 4TI,

-1
applied to a rough epproximation of the inverted matrix (I-A) = esti-

mated directly.  [JZnd of footnote]

The tax on the turnover has deliberately been deducted in order
to come closegzﬁ %o the cost of production. The turnover tax watll weijhs
o '
v-"=2 the cost of production expecially in light industry (textiles,
A

clothes, shoes) which furnish - a good part of the mnatienal accumulation
-+ /’J 47;;:'&3“‘1‘3 SAVIngs.

The participation of impoits in the outputs of dlfferent branches
shows & very acute dependence ea certain branches of production and on.

deliveries originating frem sbroad. =

Thus, more than the average:

- in heavy industry: steel metallurgy, metallurgy of nonferrous metals,
the chemicel industry;

- in the industry of consumer<l goods: +the textile industry, the clothes

industry, the leather industry. _ .

Tt is obvious that imports enter production in the form of raw

materials and capital goods. The column showing the share of imports
in materiel costs (cost of manpower and indirect costs being excluded
from the aggregate value) shows that the share of imports in these
places' somebimes reaches half for certain branches.

Two types of imports act on consumption and investments:

- manufactured products (machines and consumer goods)

18 -
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- semi-finished products and basic matefials meant to be converted.
The role of manufactured products is relatively easy to establish.
It is not the same fc;r basic meterials which must be distributed
between the final demand and production, and one must deduct the gquan-

tities used for"gda:l;sl of production planned for e:qgorbing.' One will
thus obtain fhe e?.f:.r ubilization of imports for conswmption and in-
vestment and the imported finished products will be added to the‘im_:-
ports. The following table shows the share of :j.mpo;'t:;s in the i«‘g\r%;;a
demand for Poland and for the countries of the 9.%;':':; deduction of

the services which are non-productive (in velue) having been made.

Elements of the foland — — ’éoﬁr;'t;ries vof
final demand (1957) - - the 0.E.E.C({1953)
Consumption 12.3 15.4
_Accurmilation (saving 12.0 10.6
Expdrbs 11.8 ' 15.7

Tn Vestern Europe, imports pley a greater role in consumption
and exporbs; in Poland,in savings. Such a difference is very clear and
it synthesizes the differences created by the external factors (im-
ports) with regard to the process of industrialization (savings equals
investments + stocks) in the industrialized countries. It is obvlous
that the share of imports in savings would have “been more important

at the beginning of the period of industrializabtion.
The share of exnorts in the production of different industrial
L branches in Poland is presented as follows:

19 -
Declassified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5




. - |
Declassified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5 =

.

[Refer to table on page 14 of oricsinal document]
One will notice a heavy share of production assigned for export-
ing in the production of

- combustibles - - One notices here the increase of indirect exports ;

they can be understood only thanks to the matrixes » Since they are used
in other bra.ncevs and exported as the final product. The indirect ex~
ports were on the order of 18% in the export of combustibles in 1956
and already were 26% in 1958. Altogether, 4exports‘ of coal (direct and
indirect) in 1957 comprised 35.6% of the net aggregé.te production, of
coke - 27.8% and of lignite 66%. -

- Metallurgy of non-ferrous metals - - Here » thec-"}-} \'5 . role is E.<";'I:.;z\;§;'i:a:i.necl

e A
by zine, 70% of * - production is exported.
A

- Steel metallurgy - - The indirect exports reached 41% in 1956 and

51% 1in 1958 of the total exports.

Two kinds of comparisons can throw additional light on the role
of exports in Polish production,

The first will be of a static nature -- cgmparison vill be made
between the participation of Polish exports( ’:vthe cost of the factors)
in the production of various branches of industry and the seme partici- i
pation in the industrislized cowntries of Western Europe (the data’
treated statistically and made comparable).

[Refer to.table on page 16 of original document]

One deduces from 'the)c'bable that for coal mining only +the per=-

¢

centage of participation ' Polish exports in production 43 .
: A

_-20'_-_
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4

1s &t the sanse level or surpasses the participation of Western exports

in thelr total mining produci:ion}. In metallurgy and mechanized indus-
053

tries the percentage is already{\significant and wunder the European

level; in the other dindustries the gifferences are still clearer.
o o _
The second comparison will be te dynamic nature: +the point is
AN

to find the relation between the increase of production and the increase
of exports from Poland and in the Western countries. The data is pre-

sented in the following 'bable‘:

Share of Exports in the Growth of Production and Tmports

in the Years 1950 - 1955 in Percentage

(Poland 1955-1958)

[Refer to page 17 in original document]

very
As can be seen, the exports participated only lightly in the

growth of Polish production in comparison with the. other cocuntries. The
play of a few factors can explain this.

- The delay of the theory and practice of Pollsh foreign trade in re-
lation to the theory and practice of industrialization,

- Orientation of the "inward-looking” kind on the part of Polish economy.
This orién'ba'bion, in our opinion, can exist in é. closed econony as well
as\:\an open economy. It depends especially on a cert?.in mentality on the
part of the ;’.ndividuals participating in the productive process, whether

2 RN I
[ R A

/
it be the leozier or the employees;
|

b
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- The lower Polish technical level as compared to Western European coun-
tries. By "’cec‘bnical level” not only the le\_rel of technical. designs or
technological execution of products is meant, but also the level of ef-
ficiency of the apparatus for foreign trade -- survey, advertising, sales
service, .e‘oc.

- The concentration of exports in the industries in which the value

of the product is less (industry of cdmbusti_bleﬁ )meta.llurg;y of non=-
ferrous metals) than in the export industries of Western Eurcpe (chem-
ical industry, industry of consumer products with industrial origin).
The input-output matrixes can alsoc be useful fc;r another study,
that of the share of e;Cporbed production iIn the cost of production. Thg
problem can be examined from two different angles:

l. What perc‘en'bage of each component of the total.producb is exported

sbroad is to be seen first. To facilitate a more extensive analysis, th

o

total product will be divided according to the two great sources of

Fa rimahon : the industry and the other 'braﬁches of ‘the nation-
‘al economy; The hos combined, figure in the column of total material
production.

[Refer to page 19 of the original document]

The data furnished by the above table is rathe.a‘x; significant, es-
peclally under the two entries of salariles andﬂézgreé\{;‘;;:;\. They show
that a "bo-bc;!. of 12.3 % of the labor expended in the country was exported
in 1957 and that 1 .5% of all the agz;;:e;:\‘i::{ion is due to the exports

the Ve e "r
[1.e. == 13.5% ox"Aa]J. the means of production -- industrial buildings,

—_ 22 -

———n—

Declassmed in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5



" Declassified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5 ~3

A1 R B2 ir’,-(‘: )
machines, etc. =iz volisozcln for exports].
A A A

2. To complete the preceding Teble which is set up for horizontel anal- ’

. |
ysis (the pércentages may be totalled vertically), the table below |

wlll be presented comparing the structure of total production in indus-

try (by elements) and the structure of exported production(by elements).

x0T

[Refer to table on page 20] ‘ ,
(7,~,;,L~_.=;‘f|sa,‘f‘<»’*,.
The share of salaries and denxzeciabion 1s greater in the structure
N~

of the costs of production exported than in that of industrial produc-
tion taken as a whole. This is certainly explained i)y the fact that the

manmpover used in the exported production is more expensive ( better paid 4
ot .
the standards ¢Z- quality are stricter and) as a matter of fact,the
né- e .
ratio of{\quantity of manpower exported 'per‘u.r_)i:b_ for the d.o;ne.sticr market
~stie

is greater than Hrat &Mﬁ bt ‘,u«uj}nf:*c'i //u‘v—' e dorn

? I}
an i)

—_— 23 =
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The same ratios exists for -7 ... Exported production is
produced on more expensive machié:s since they are more modern. These
differences are found agaiﬁ inverted under the headings "results™ and
"taxes'. These taxes on exported production are less than on the
total production (which moreover is normal for all the co;ntries, and
recoverable ﬁhrough the taxes established on imports received 1%
exchange ) and the account for industrial production to be exported is
balanced by:ioss, contrary to the economic resu;ts registered for

the total industrial production. These conclusiohs, drawn from the
analysis of input-output matrixes must, in order to be more extensive,
be completed by'an analysis of the structure of fofeign trade in view
of the fact that the share of exported production is not equal in all

branches of the national economy.

b. Foreien Trade and Technical Progress

An effort is being made to discern the main points of the'in—
fluence of foreign trade on technical progress in three fields:l
- in exports; the demands of the buyers (importers outside of the
country) compel the producers (inside the country) to equal the
average world level (in conditions of minimum demand) or a higher
world level (in conditions of extreme demand).

- in imports: in principle one tries to import materialized technical

an -

progreés in the form of modern capital goods'«aesphetic and
functional consumer goods'<;.e. liable to correspond in the most

effective manner with the practical needs of the population).

— 2k
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- in domestic production: in principle domestic production is apt to
imitate foreign technical progress (being based on the imitation of '
imported products for export needs) and £§ substitute its products for
imported ﬁroducts (expensive products) in case of a deficit balance

of payments.

In the countries with a planned economy, these trends are very
xravu
cixte.Up to 1956 the connection between world technical progress and
| .
o / RGN BN
domestic production was assured by comm.niialwagents. The trans-
\\/' \.au“

ference was ineffective and inadecuate. Since 1956 they exe assisted
: A
in this task by the technicians of industry who pass on the demands

of the foreign buyeré, trying at the same time to observe the methods

1
and the designs in the importer-countries and those a? competlt“azw’

| -
” N Tho ,i':" ,,,.h!n}.) ‘H‘-

\ and select the most modern products #r—:" s of importing.
b .

Furthermore, the stepped up development of chemical industries
begun in the years 1956-1958 in the industrialized countries of the
East furnishes a basis for substitutions of imporfed raw materials.

These trends can be summarized in the following way: if one
Aclabns that technical progress is leading, in the end, to an increase
of the productivity of labor, the exchanges which rely on technical
progress will attempt to become oriented toward the products where the
profits of productivity are highest. ‘Very likely this will hagpen in
the case where the domestic level of technical"progress wézgifﬁzié up
most rapidly with the world level.

For the countries in the East this demand belongs essentially

—_ 3
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to the industry xibhxmachinee. The Polish example proves it in a
clear manner:
[Please refer to page 23 for a table]

As regards substitution, the trends can be presented as follows:
demestic prodgction will be oriented toward production which, based
on raw matefials of local origin, will be able to replace the importing
of products the country lacks.

w)\o .
For Poland)whi;h suffers a deficit of raw materials)the chemical

f\
industries certainly pléka an important role. Its role as producer
n
of substitution goods clearly stands out in anticipation of the above
as the following calculations show: [refer to page 24]

Ce rIoreign Trade and Investments

It suffices to break dovm investments (I) made in the country
into two components: Ii (investments in commodities produced domesti-~
cally) and I, (investments in imported commodities);and one is in a
position to develop as many eguations for the relafionships between
investment and foreign trade as there presently existe for investments
(taken as a whole) by introducing these two components everywhere.

This development seems toﬁps superfluous here. Our classification

Considancd Lren
of investments is mcl Ul lllin a different angle; we separate them

into:
- investments in exporting industries (leading to:-
l. a change in the structure of exports;

2. an increase of export returns by increasing the volume of pro-

—_ 2 —
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duction exported;
3. maintenance of the expo;t structure;
~— investments in the industries which prdduce for the domestic market;
wae investments in the industries which prompt an increase ;n the
consumption of imported goods originating abroad or goods previously
as They wrtna
provided k}ﬁbefore being exported abroad.
In the point of view of foreign trade, the first kind of invest-
ments;offers the most interest. On its 6rientation depends the degree
of Ycapital-intensity" [:mtenscu <X canltallsthuej of exports which
- transformed - takes the form of E’Tn ‘i%%“
vhere I=investments -
D: m%)
¥ 1 export revenue (in currency).
As will be shown later, this fefpu%a rep ffsents the point of
TN
departure for the final formula SE;c;wih Jz@ﬁ the effectiveness of
foreign trade. Bub the problem of the volume of investments requlred,
per unit of export revenue cannot be solved without recourﬁe!to the
ale
matrix input-output calculations. Indeed, the degree ;i:;ntensity
must be evaluated the length of the intersectorial chain of production
down to the last link from where the final product for exporting comes
out. Investments thus established will have a collective value, i.e.
lumping together the fixed capital assets in ali the industries
cooverating in the maxufacture of the given préduct.
It is obvious that conmsideration of the investments singly by
te

unit of revenue would not suffice &» throw complete light on the role
A

_— 2T =
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of investments in the structure of foreign trade. In order to
complete the table the ratio must be established for the returns on
exporting each product in relation to the returns on exporting all of
the products(i.e. — the relative position of the product in the

export returns).
‘ Q[ n

One takes as a cdile;ﬁlve unit of total revenue one million
units of currency (one million zlotys=on¢ million rubles=$250,000).,
Having calculated the volume of investments by unit of revenueiggfthe
rétio of revenue in the total revenue, one can easily get the stabilized
value of the investments for each product. Thus one will be in a
position to draw coﬁélusions bearing on the substitution of products
for which the investments to be made are not a dgpendent variable of
the returns but really a function of the efficiency of the process of
production or of ;%gtraction of the product. The results obtained
are found in the table which follows. In this table the structure of
exports for 1959, the last year for which the statistical data was
available, has been calculated and for 1965, the final year of the
Five-Year Plan, in order then to proceed to a dynamic analysis.
[Refer to page 27 for a "capital-intensity' table]

The reiulps of these calculations are rather striking. One can
logically ;tgéﬂto think that the export oflzfp;tal goods involves
voluminous investments per unit of revenuérithe reverse for textile

exports. These calculations prove otherwise. The export of products

located on the top of the table and which bring in 2-3 percent of

— 28 -
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export revenue reguire egual investments with those carried out in

the l:\‘x nches  where one can expect 25-30 percent returns coming
from exports (bottom of the table).
ham’ﬁ‘;,
Such a dispersal of the effect of investments is hdghisy dis-
V4

cernable without economic numerical calculations and the use of
modern tools of analysis (such as the input-output matrixes).

It will be interes%%ng to analyze how the capital-intensity

L The ‘

shares in the dynamics structural change of Polish exports. One will
/\ o;v

study the same indices of investments necessary for obtaining A unit

Yo U»ﬁ\ Una
of export returns in relation to the ot hnl Snmilill U TEs of returns;
C\ k™
one will affirm that this increase of the total c:£ the products is

100,000 units (in the case examined - 100,000 rubles or 100,000 Zlotys).

The division of this igm between exported products thus reflects the
nf:'c".}h(v\
structure of the gnVUs of returns and the balanced investments furnlsh
e e

“ 75 the comparison of the effectiveness (or f capltal—lnten51t£j
A

-u/--'

in dynamics.

7}/ RIS pbo/ .,Ld\/v-hav\ r:/‘
A l‘ne effects of investment is observable in dynamics. For the

GrowTh
period 1959-1965 the greatest gyees of returns is anticipated for
Jn N
exports of complete industrial installations which zx3 one of the
. A

weakest coefficients of investment per unit of returns. But then

come the returns due to the increase of sugar exports which have the
lowest coefficients of investment. i
’Zn{{ nt,t'/u’j

The analysis of these can be presented gm;maii:y

[(Refer to page 29, page 30 and page 31]

—_— 29 -
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[

capital-intensity. The numbers correspond to numbers o=
product in the tables,

The table for the projected period 1959~1965 can now be

established.
(Refer to page 32 for the table]
b-«l'c(-')‘;j
To the first group &%z the products 1-3
j,‘.:{"«'hg :
To the second group 1<%z the products 4-13

To the third group alcllm the products 14-23

The conclusions one can draw from the above are as follows:

— 30 ———— '
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- In relation to the t. . . = structureh(l959), the structure of relutfme

(which corresponds%o the structure of the value of exports) shows
an increasing participation.of the products having a weak coefficient
of capital-intensity (products 22-35 on the first two tables)s These
producte share at the rate of 25% in tha 1959 and ti=3 35% in 1965.

Perticipation of the products having a strong coefficieat of
capital-intensity remains unchanged.

The first observation shows that there is a conscious effort toward
lowering the capital-inteusity of Polish exports.

The second obsgryationn shows that a part ofvthe export
structure remains ;é%%%. This is certainly due, on the one hand, to
the structure of the Aemand on the part of the commercial partners
of Poluné. (who prefer to import products with a weak degree of "labor-.
intensity")’ l.e. to import capital in exchange for labor; on the
other hend, this is due to the traditions (effects of habit) of Polish
production (accustomed to producing products 1-20) and to Polish
trade traditions (accustomed to selling the same pfoduct%;n the
foreirn market). these traditions are founded‘é%ﬁiroduction on the
gi%;hecessity of introducing technical'progress into production; for
trade on the.?%ﬁ;necessity of discovering new markets.

a ity
The ;;éﬁggéy of the structure can be broken by the Plan based
onMUIEQ

either on economic stimulants (premiums and boncuces for pariicipants
A

in the production and sale of products 20-35) or on strictly defined

bmpﬁrgtives (curbing of production-sale of products one-20, in-

“ .
'b“

vestments in the production of products §§—35)

em
— 31 —
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Certainly this is considerc.d, at least to a certain degree,
in the plan for structural changes, graphic presentation of which is
found on pége %} and the suﬁming up in the table on page 32. The
third grcup with the lowest coefficent of capitzl-intensity parti-
cipates at the rate of €2.8% in the growth of returns. None-the-less
it remains that the hig@est Percerntage of investments is made in the
export production of jimlgroup having the highest coefficient of
\capital~——-intansityf which certainly still comstitutes a LUgi;fng
of ﬁqiuykconsidering the weak contribution of foreign exchange «~17,% =
in the gréwth). One is liable to think that such a diversion is
dictated by the diffieulties of the balance of payments.

IIT. Structure of Polish Foreign Trade

It has been shown in the analysis of the relations between D
mKeg
foreign trale and production, the structure of exchanges is foundAin

an almost linear fashion to the structure of production with the ex-
Hi's

ception of two factors intr3ducing deviations in apparently
~\

simple function: (g; rather the ratio domestic technical progregs
world averaze of technical
: pProgress 7
and the supply-demand of the foreign market. When we examine@v
the aggregate structure of Polish foreign trade, it is very obvious that
the process of industralizstion forged numerous relations between the
four large groups of products:

- Machines and capital goods

- Manufactured consumer goods (of industrial origin).

[Referz to pages 35 and 36 for tables. ]

em
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The relationship between these four large groups of products urlC &
ol
o
function . the general economic policy in each period. In a general
A
way, the structural changer were for a comtry as such: on the way

to industrial development (l9h5-l953, 1950-1955), noderately develop-

LoxTeis e
ed (1950-1960) and beyond reaching industrial development
ﬁtw /m A .
(1961-1965). . structure of exchanges corresyponded. well in
A

the first and second period to that of the underdeveloped countries

on the way to industrial development (deficit balance of cepital 1nvesti-

Ei:&é; surplus balance of raw materials and agricul-urzl products);
(‘.\ .

in the third period, to that of industralized but not

o equipped countries (even balances) and in the fourth

i

period to that of the highly industralized countries (surplus balance of
investmenf goods; deficit balance of raw materiale). Moreover all

of thevsocialist countries have followed ' ¥72 same process although

the differences in the rhythm of this trend are considerable. CThe

process was being developed more rapidly in Czechoslovakia,East Germany
L WhRe

and Hungary £the connection between foreign trade and economic
N
4

development is closer; it was somewhdt more drawn out in the USSR
which developed in an avtarkic way before world war II isolated from
s

world ~torzs a:§ exchanges. )
AN A\

[Refer to paze 38]
In order to study these similar stages ﬁiih:more extensively, they

will be'examined at the level of each of the four groups of products.

é_ Raw Materials

Co2l retains a choize position in Polish exports. For a long

_— 33 =
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pericd one could even term Polish exprris as being of one naturc
exclusively since the direct exports of coal surpassed 40% of the
. production. Furthermore, tA- part coal played in the exported productioh
enorous
of other industrial branches was . /\ s especially in metallurgy and
in the chemical industry. %tartlnv 1957 the prices and demand for
coal on the world market suffered continuous drop offs. This under-
mined the balance sheet of Polish foreign trade, but being produced
at a T"al stage of industrial development had no crushing -
influences which could have appeared in the course of the 8l
>1‘M’C.
forced industri;lizatlonhwhen the deliveries of machines necessary
for 1ndustralization-depended largely on voal exports. [?efer to
paze L40).
Adcendr chsorbed
The essc ;blx line of coal exports will be er“tA‘ﬂd by the surplussesd

of structual balances in the other groups of products. In addltion,

T .iuwﬂ Ve
the increase of the capacity of “renciirmation by embassies using
A
Suo)\/

coal in the material imports ( €. '«“;ﬁr as combustitle or raw
materials) must lead to an increase of indirect coal exports, - Thus,
indirect coal exports (in relation to the total of exported coal)
‘reached 25.8% in 1954, 44.3% in 1959 and ought to reach 63.4% in
1975 which implies a characteristically qualitative transformation
of the country which is becoming industralized.
[Refer to table on page 417
7ic & coal example is very instfuctive for the countries becoming

developed which must rely on a single resource or product for exporting
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in the first stages of industralization. In order to make this means

of stablizing the balance of payments more adaptable to the structure
Lerare.
of the countries ¢ which already ‘*’3 reached a certain degree of

“r,‘bw e rW‘ L
industralization, it was necessary to transform i3 even on the domestic
A

level of t}}xi cornzltrx and first to export in the form of semi-finished
products (l:.;::" u:Z products for example) and then in the form of
finished products (running the gazut of chemical products).

This possibility . is certainly more limited for the couniry which
exports/égricultural products, tropical fruits for edcample. For this
reason the econcmic development of these countries must depend tc:\;;zfn\;;..

on the pclicy of gifwand non-repayable a:Ld, while the development of

d L L&-/ Y. n Y~
those export:!.nD raw materials with a moreizzs ready demand (eaum‘;,, 6 €,
}’,vh‘n\, '/” < d‘ A

meliocwoice metal ores, cotton, éit.) can be considered and solved
A A

as before.

.
Pt

‘. i p <' -
B. Machines and Equipment -\f"’”‘ -

et o

The problem of exporting machines is rar from being homogeni.:\;zd-

.| several serious questions are posed at the very core of the problenm.

One can tackle them by degrees. . .
C’” <t <‘ ¥ :,; peCER S
The total exports of machines and ,eqmpment increase@ continually,
as was shown in the jtructural balance sheets of foreign trade and as to
L ’I wla //LQJE
thaulota proved'\t...«o.l based directly on the export worth of ths products:
[ Refer to page 437 —
Irfspite of the fact that the trend f.. exports is very favorable,

the international comparisons of equipment exports for Poland and the

em

|
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Ak
bther countries still showd a weck effort in this domain.
/\ .

1% ﬁelation to the other socialist countries, Polish exports of capmTal
o i ’Di’,‘(.ﬁ‘ }.; ;xbk’/bf{— f‘f-k - ) .
losuinzent Ji» those of LTIt Germany, Czechoslovakia and Hungary:
A A

LfRefer again to page 427

It is true that the industrial potential of these three countries
{ ~8 weil asistaff personnel, cadres and technig?ns) was already very
great before world war II and that it was developed by the Reich during
the war for military ends. Nevertheless,‘such dqmestic competition
within the zone of member countries of the COMECON'promoted specialization

in production and in trade exchanges which followed on the part of

countries already industralized. Poland also had the luck to work
N s Vi

cut the periods &f irdustralization that we have called Qsé;fégi and
“spontaneous" before the introduction of specializétion of the imside
of the COMECON zone. The comparison of the exports of machine
equipment per inhabitant reveals still greater differences:

(Refer to page 44). Tt is certain that the light exporting of mach-

ines and equinment goods was due to industrial under-development.

The rate ofyexporting equipment was less than the general rate

Ihooen e ta é&:gzﬁaease in

bfﬂeXporting %? thé years of 1950-1954, In 1955-1960 a brusk increase
of this rate was observable, . kcing attiibuted to changes of a qualit-

will
ative qa@ure. In the years which follow this rate w%? slackeneZ but

aﬂ A 'Jf 5 . er than
it will alce remain }ngiék e average rate of exports.
A )

[“Refer to page 45/
An accelerate#;ate of machine and equipment exporting can also bo

due to qualitative changes which are produced in the industry itself;

en

— 3%
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revealing:

- The increase of the nroductivity of manpower.

-~ The improvement of the capital output ratio which is duve in
part to the changes in vroductivity end in part to perfecting the
means of production:

[Refer to page 45)

‘. ¢ ;

. W
. . . in . .
- The diversification production of eguimment goods.
¢ Iy

The structure of mechines and equipment goods exporting waes,

in the beginning, concentrated to a such an axtent that in 1951 the

exports of rolling stock comprised 83% of the exports in this group.

- ——
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A certain diversification was introduced shortly after the appearance

of ships and machine tools in the exports. These three kinds of

preduction in themselves comprised the majority of the exports. Such
a structure for exporting is not the best in view of tﬁe fact
that these products beiong by their technological nature to the
category of "material-intensive" products and the effectiveness of
their exporting parallels that of semi-finished products, especially
when one considers that a high percentage of thé ships used hgd to
be imported from abroad and were estimated in the total worth (motors
and equipment); in fact particularly heavy machine tools were exported
(in 1959, the export of machine tools reached 8.9% of the total
production estimated in units, but 23.6% of the same production
estimated in physical quantity -- weight of machine tools). Trade
understood on such a base is reduced roughly speaking to steel
exchanges (plus a small quantity of manpower) exported by Poland
against manpower (plus a small quantity of steel) imported by Poland.
It is obvious that such a domestic exchange undey f%e }1€ﬂﬁﬁ*;§
-?fqiﬁ/¥fﬁ~ﬁ égr&ﬁﬁ¢ was not without influencing the terms of the

exchange (the prices of labor-intensive machines rise more quickl;\

dug

-

A . .
machines which are linked to the prices of raw materials, as well as

to being linked to salaries, and those of material-intensive

the balance of payments. Thus the value (in foreign exchange returns)
-h".‘ \ WT(,C
of a - of rolling stock exported by Polan%«1,79l zlotys ($448)

whereas that of a of rolling stock (in foreign exchange payments)

A

gls
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imported by Poland was 5,479 zlotys ($1,370). The same disparity

(more attenuated for the oihor herding s ) existed in the wholé,
>

structure -of machine and equipment exchanges ( data for the year 1958).

[Refer to page 477

x) A calculation identical to that which was made for the indirect
exports of coal can be established for steel. It will demonstrate
a very much greater disparity between the prices of steel imported
indirectly (in relation to steel indirectly expofted) than between
the steel imported and exported directly:
[ﬁefer to page 4§7

The price of a ton of steel exported indirectly is only 5.8
times higher than the price of a ton of steel in direct exporting.
Ir England this’r?tio is 9.5 times, in West Germany 9.25 times. And,
in another \axljﬁ s the price of a ton of steel in indirect imports
is two times higher in Poland fhan the price of a.ton indirectly
exported, while in Germany it is only 30% higher. These ratios act

very unfavorably on the terms of exchange. <The terms ~ imports® and

S 2 . L
‘indirect exports’ mean here the imports and the exports of Cu/es' .
’ [‘33({‘1{-‘5%; 4 !
(90pdg ard machines. In indirect exports, estimated according
"

to the weight of steel, rolling stock shares at the rate of 33% and

ships at the rate of 24.4%.)

/4 ﬁational solution thus compelgs recognition namely to change
. e “\

{*J', oo -'/.'J; IS
the structure of exports in machines and eguizmzut goods by
whede ~ A
introducing products tli 3 high level of transformation causes the

A

i

A ‘
- gls
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value of exports to rise.
JIf ene takes the value of a ton of metallurgical products for a
starting index of 109,
]

fﬁe indices of value for a t%%%-of capital goods according to the

degree of transformation present themselves as follows:

Metallurgical Products 100
Metallic Constructions 4 200-400
Boilers o 500
Construction Machines ' 700
Ball Bearings ' 2800~-1G000
Universal Machine Tsols 13,000
Machines tools of precision and automation ’ 1800-4000

For the production 9f light concretes 600

Refinery factories ;%vsugar 700

Factories for heavy machine tools 1400

The complete industrial installations selectea by Polish exporters
as a prcduct of average transformation, designated to replace in
uneffective exports, among the easiest to produce. In the development
of machine and eq%%pment exports originating froﬁ Poland; there is
anticipation of tia relative diminuation of exports in ships, rolling
stock, and machine tools and a relative increa§e of exports, of
complete industrial installations and other machines which entails
comparaﬁively weak investment expenses as was demonstrated on page =

gls
— ko
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Lﬁefer to table on page‘5g7

C Agricultural Products and Food Stuffs

The export of agricultural products and food stuffs was part of
the line of Polish foreign trade before World War II; these exports
rose then to 35% of the total, during the post war veriod they were
influenced by three factors inherent in the economic growth of the
country, namely:

- The agricultural policy of the government and the behavior of
the rural population in regard to the social{gaﬁiéw; of agriculture;

-~ The industrialization and the massive migration of the rural

population to the industrial centers;

S

Gy
- The increase of buying power and théhpossibilities for the

domestic market to absorb agricultural products.

The agricultural policy of the government in the years 1948-1956,
based on the principle of obligatory deliveries oflagricultural pfoducts
with low prices by the peasgnts, on forced expropriations and the
unification of the fi*ffj\ﬁasses (creation of collective farms with a
low output) produced economic unbalance on the agricultural market
(in the ralm of prices, through the inefficiency of agricultural
production) and soctal unbalance in the rural world (hostility of the

peasants in regard to governmental policy). In 1956 an effort was

made to remedy the drawbacks arising from this situation.

gls
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TC‘{-CW n
- The process of industrialization instigated the/flow
. L PRTO A ;‘.rvvv;} ;»,"' ‘
of rural youth to the cities. " in large part as a means of
' A

suppressing the latent unemployment in rural regions, the process led
Siiva .
to the polarization and maintainance of energetic capable manpower
A

in industry and conservative and ageing manpower throughout the
countryside.
This prevented,among other things, the introduction of modern

agricultural methods to the villages.

- Rural manpower being ple-mtiful in industrial centers has changed
Lo dncey

3
A
agricultural products (for the market) into a element buying

frem an auto-consumer element (outside of the market)

agricultural products (from the market). In order to maintain the
balance, even though not real, it was necessary polincrease the volume
of agricultural products delivered to the market‘iiéfwo units; t&e
volume of agricultural products previously produced by the }pﬁiT:taﬂ
who abandoqfégricultugf' and the volume of agricultural products
bought by the new consumers (instead of auto-consumption). One must
add a third unit, namely the volume of agricultural products bought
by industrial manpower thanks to the increase of its ‘buying
power (it is to be noted that Bngel's law is not in question here and
the consumption oflagricultural products and food stuffs is na yet

éﬁtiated).
n

L]

gls
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.

The satisfaction of these needs could be accomplished by various

means; by the expansion of agricultural production (which has not
been done in view of the circumstances described above); by the
reduction of exports and imports of agricultural products (the tw
methods have been effectively applied by the goverrnment); by

raisﬁg prices (a policy also practiced), by rationing (practiced for

short period),etc.

I,Q ~ Dot T

“Lol.wlll of these different causes and measures, exporting has

L

*

diginished'cbnsiderably.

After the 1956 changes, the new agricultural policy adopted was
likely to lead to a much greater efficiency of agricultural production.
On.the other hand, conservatism of the peasants tended to diminishj
L§é£7 modern agricultural methods freedom of the city was won in the
viilages. Thirdly, consumption in the cities began to be oriented
toward goods of industrial origin.

It was, in fact, possible to increase exports in food stuffs as

' the following table shows:

[Refer to table on ﬁgp of page 537- | '

The trend of exporting agricultural products, clearly increasing
up to 1960 for products originating from animals, must then give place
o an increase of vegetable exports:

[Refer to table on bottom of 53]

gls
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This is explained by the trend towards substituting for exports

of certain vegetable products, up to now exported in the fora of raw

newd
materials, exports of the same products <2 transformed into finished
-t s

g‘r\.&.i./\i
or semi-finished products. ,The same trend is found again as that
. V4

previously observed in the case of the two large groups of products
analyzed before.

JRefer to table on top of page 547

D Finished Products of Industrial Origin

The difference between the structure of Polish exports in that
of the advanced industrial countries of Western Eurqpe now consists
mainly in light export:‘;ng of finished products with industrial origin

-- which equal only 5.0% of the total for exports, whene a

gls

i
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0 T

She preporien 1%
in the countries of Westsrn Europe. i 35—!,;0cy Apart
‘ A A
from the reasons already c1ted namely the inadeguate 1evel of -
st C'" e th i _"" “

. technique for industrial desivﬁA(whlch however, are
essential elements for making the finished products salable on the
world market), one must take into consideration here another important
element,btiliiglthat the exported production of finished products de-
pends in a i;rge measure on the initiative of private producers, and
not on the general initiative (or generalized) of the state, as &P (a
the case for the other groups.

The necessity ;% private economic stimulants is thus indispensable,
It has been debated for a long time and different methods of payment
have been suggested: exporv funds, export premiums, the possibility
of ilétigggé‘bart of the returns (in foreign curréncy) for personal
purchases, é?;; We consider that without an effective system of
economic stimulants éxports of these products will havg only weak
chances to increase. As regards state initiative in%igg sector, two _
points are worthy of being mentioned: one based on reality, eme +ﬁﬁb
sihar on possibility.

The first pdéint - reality - rests on the existance of an
agreement which was concluded between socialists states providing
for the exchanges of superfluous stocks of finished consumer products

| . of lndugtrigl oriéin. Since.zlgzg\;f
Pt goconal feriTiiniacd

these products)\eevcrl*years have %. —Z2ZX to increase throughout all

‘the countries with a planmed economy, the agreement introduces a

em
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kind of institutional forwarding or déspatching which links together
L
the circuts of domestic commerce in the socialist countries.
: y .
The second point -a possibilitizs - 'in perspective rests

on the development of the chemical industry which for the 1ntensm-

tia = AP RE ARG
fication of exchanges CR this group, can play « yale fﬂth:;:::rli
¢ A

to that played in the intensification of exports in capital goods

for the development of the machine 1ndustry. The chemical industry -

3
(iv (\

in Poland is arranged ?? four largejﬁét_; of raw materials'
1, For non organic exports ané the nitrite 1ndustry (nitrogen
base)
- fossil salt -
- calcite
-~ gulphur
- barytes
2, For exports of productg derived from coal.
- Tar
- denzok b€w:§aé
SIS
3. TFor exports of products of chemical synthe{lz=g2
- natural gas ’
d) ‘i\‘ jn"f v ehea TRCI
L. For exports of products of Indisiore. I
- refined petroleum with a basis of emported crude petroleum
(refinery under construction with a capacity of 6 million tons).

The development of the chemical industry gives a strong impuise

to exports of chemical products whose increase is surpassing the

-average rate of exports increass.

em
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[Refer t~ page 56]
The balance sheet of chemical exports, which has been showing

/ .
a large deficit, has been dfgminishing considerably in the years

1957-1960 (the ratio betw?gn exports and imports improving
sthes Duende :
from 1:59 to 1:3.4) and ° . is goin3 to continue in the years
© A A

1961-65 (the ratio dem'gnishing to 1:2.5).

[Refer to page 57 for table]

i The geobraphic structure of trade - .
T TH¢ geozrapnic structure ol Polish foreign trade in the last

S( .
years has been marked by very great‘“;(ability. The division of exchanges
between socialist and capitalist countries for a rather long time

period has been 60:40.

One can explain this by the fact that ther: has been a period of
bl ] R
SN

rolltotive stabllity in international policy but one cannot explain

it if one considers the fact the geographicp structure of exchanges

ihkc :{,

is lJm=d as much to the structure by products as to the structure
A Ot

of domestic production to which is lircd the structure of products.

. If we were asked to present approximatc’the general concept of foreign
A
trade throughout the world, we would attempt to present it as follows:
[Refer to page 59]

From such a presentation two main conclusions can be drawn:

monetar
a) Foreign trade is often analyzed by its ooy aspect.  Such
A

a method Zeaves one to a large degree on the surface of the economic

mechanism; p

[ S S0
b) The connections between the four ¥cizuces" or "divisions" which

%
|
i
|
{
t
i

SRR Iy (—
em :
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For
correspond to four stages of analysis }:‘foreign trade (structure

of production, structure of exchanges by product, geographical
(7

€ rfeets
A

existing in the contemporary worlde.

structure, monetary are different in the three economic systems.

In the capitalist system the connection is circular, based on
deditnminmCy

the feed-back, i. es. the structure of production ’ the structure
da e oo
of exchanges by products, the latter structure ’ in turn
viton ¢ Tan, N e WIOI1QKT§11~
seirmraphical structure, ,hv . effects follow, but it is ~ A

effects (terms of exchange, migration of foreigh'capital, balance of
payment) which in their t.xn influence the structure of production
by means of the triangle of price: profit: .  Jtert in the
countrye.

In the socialist system the connection is linear, the structure
of production influences the structure of exchanges, the latter decides
geographical structurgq(i? one does not account for political influ-
ences) and monetary Céi&?Péome in last place constituting the last
link in the connection, without giving place to reciprocal influences.

In the underdeveloped countries the order of cornections is

reversed. The geographical structure of exchanges (belonging to a

. o ,é}ss’uz e a
monentary zone, = - of domination, circle of common political
AN A
/
interests) decide?ét thi/same time the structure of exchanges by

profits and monetary

ft;(’.‘/‘( [

in its | A the structure of producticn.

_.e The structure of exchanges influences

He iloifold conclusions one can draw from this diagram go beyond

the frame work of our analysis. Returning to our subject, the

— 4

60001-5
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geographical structure of Polish foreign trade is presented as follows:

[Refer to page 61]

The concentration of e#changes thus is rather groat. If in each
group of exchanges one arrances the countries according to their order
of zartici.ation in Polish trade with other countries, the following
table results (calculations made for 1958):

[Refer to page 62:

The concentration inside the geographic zoue of socialist countries
reuches 77%, inside the zone of under developed countries - 4849
for the three trade membersin each zoﬁifigé% inside the zone of the
advanced cepitalist countries. Such a concentration is rather strong,
if for example one does not overlook the degree of concentration of
exchanges inside the.new customs zone in Europe, in which the
industralized countries partlcipate, which is less than that of Poland.
Nevertheless if one compares a high degree of concentration in ex-
changes by all the underdeveloped countries, one is likely to think
that Polard is found half way between some and halfway between others.

Ae Trade with the Socialist Countries

Trade with the socialist countries has been influenced by various
factors during the post war period. In Jeneral one cen distinguish

two groups of factors and in each group the principal factors are

as follows:

l. CGroun of economic factors: ray
Possibility for importing industria%\materials, possibility for

developing a specialization in trade of equipment goods.,

[Refer t> the long list, ﬁage 62]

enm

— by =

i
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2. COIlection of political factors: difriculties in trad:lng with the
rest of the world during the cold vaz period., effect of ,ussn S

domination especially in the yea.rs 191,6-1955.

The two grq"ps of‘ factors are found eomb:med in tba d‘chtm
of the orga.m;a‘f:rwmmcil of Mutal Economic Aid., vhich will be celled
here COMECON. | " R R

It can be ihserved in regard to :medrting) raw mterie.ie“ that a |
large part of them - those of vital imﬁortance_ -’  ‘come out ci‘i_sae_iq- L ; i
ist emmtries .1xe§tructure of imports is ‘presente_li as;t_o],lqﬁs_g = "

[Refer to page 64 ] | o o

8 The reduction of pa.rticipation is élm:? to the appearence
of American credits and to the deliveries fuceeding from them. e

It is appa.rent that such geographical structure of :I.mports 1n -
raw ma.teriala was not imperative. This nevertheless Afo:ma :d\n'ine the
cold war and in some fashion has become inflexible. Moremr, :ln view
of the fact that transportation and transfer costs play a la.rge role
in the purcha.se cost of raw materials » it must not be forgot:ten that

these deliveries '\come from S2A the neigh'boring couszries. It'. is cem:l.n |

that imports of the raw materials in question could be rm:.shod hv“

other countries. The problem of exbhanges came up none/the,dgsa. o

a long period. Poland. used ¢oal Zlmost exclusively to pay for the
ca ‘e . .p.mr'usl\m_g

materials desired (for example Irag-gasoline; India > F:ench West Arrica,
Morocco-iron ore; Egypt-cotton) aia not have such a need tc 1mporc

_50v_._'
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Czechoslovekia which exported to Poland in exchange for coale. Other
larce curaal deliveries of Polish cozl to the USSR had been anticipated
according to an official cCntract fixing very low prices (veparations
ccntract)ffﬁe USSR, in exchange, delivered ircn ore.

bﬁkﬁathe industralization of the underdeveloped countries contin#s
iz in Polandi}eachi::» a more develored stage -¢ indistralization,
to the point where these equipment goods mey become an extensive part
of its exports, it is not to be denied that its geographic structure
of importing raw materials will change to the benefit of importing
those from the underdevelopéd countries.

Wevertheless one can hold that in the near future the USSR will
ifmain the most important furnisher of raw materials for the countries

jn T

¢Z? CCHMECON.
A

[Refer to paze 65]

UA completely different problem was posed by specialization on the
; inside of the GO.IICGON countries.

The Pew by-laws of the COMECON provide for vast economic
specialization on the interior of the bloc. Let us quote from the

most importan® articles:

"By-laws of the COMECON" (signed 14 December 1959 in Sofia, Bulgaria)

| — o ==
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Article

1.

Article

1.

I - Goals of the council:

The Council of Mutual Economic Aid has as its objective
to contribute,-by means of liaison and the coordination
of efforts of the member countries in the COMECON, to the
planned development of the national economy, £o the
increase of economic and technical progress in the member
countrie§)to the industrialization of the less
industrialized countries, to the continued growth of the
productivity of labor and to the coﬁétant growth of the
well-being of the nationaéénhabiting'the member countries
of the COMECON.

JII - Functions of the council:

In 'agreement with the goals and principles of the by-laws,

the Council of Mutual Economic Aid

<
. ~>
.a) Organizers

- Extensive economic, scientific and technical
cooperation between the member countries to exploit
in the most logical manner their natural resources
and to accelerate the development of their productive
forces;

- The working out of recommendations in the domain of
the most important economic relations which result

in plans of economic development for the member

%9} ﬁ 3' Voo {5

countries, ix view ¢ coordinating these plans;
i A A A
—_— 52 =
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- The study of economic problems which concern the
member countries;

b) Cooperates‘with the member countries in the working
out and the accomplishing of common action in:

- = The development of industry and agricuifure in the
merber countries of the COMECON on the basis of
international division of labor between socialist
countries, as well as on the basis of specialization
and cooperation in productioﬁ;'

- The development of transportation in order to insure
the possibility of carrying out the increasing
transportation of goods which are the subject of
international exchanges between member countries;

~ The most efficient utilization of investments made
in the manufacture of industrial articles in which
other member countries participate;

- The development of sales in merchandise and services;
- The exchang;;the fruits of scientific and technical
progress in the domain of theoretical research and

practical application.
The problem of specialization poses serious theoretical

problems. One can generally distinguish two levels of specialization.

- International intersectorial snecicliazation (exchanges of products

from one sector fur products from another sector);

» ~ International intra-sectorial svecialization (echenges of types of

— 53 —
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products manufactured inside a sector and in a bramch of it).

The second sneclalizctioh implies a rather high level of indus-

ck

rializatlon and is practiced in the exchanges between countries of
Vestern Furcope; the first specialization can take place in exchanges
between countries having different levels of cdevelopment and has been

known since antiquity. The difficulty is the vessage from the first

to the second kind of specialization. The country which s irdustrial
izing in principle qonstructs an industry based on a high technical
level corresponding avproximately to that existing in the highly indus-
trialized cocuntries. In contrestin such & country the standard of
'living(and'mainly-tﬁe salaries in the secTors which ere becomirg in-

dustrialized) does not correspond to that of the highl§ industrial-

He

zed countries. Thersfore the machines oroduced in new sectors, for ex-

ample, &re rapidly becoming less expensive then imnorted rachines. The
first levelaf specislization loses force in this reriod but the second
level has not yet been introduced. Such was the cése in trede between

;Poland, on the one hand, and Czechoslovekia end Eest Germany on the

@)

ther hand in the years 1955-1958. One can expect ‘& situation of this
kind in trade between ertain countries on the way to becoming indus-
trizalized and those countries elready industrielized.

The second level of sneclelization, thet of internatioral intra-
sectoriel specializetion, offers unquestionable advantages on the

condition that:
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f A
1. There exists {..2 more or less close correlation between

N

production costs (per unit) and the scale of production.

: o
) 2. The elasticity of derand on the domestic market'ai

N , ’ 51?‘

. 7 .., or less flexible then the possibilities of lowering production

A

costs.

[Refer to page'627
An efficlent and advantageous specialization is conceivable

only for long periods which presupposes the appearance of new capacities

”‘-
Tt

‘¢ production, modern ones oriented toward international specialization.
A
It would be rather easy to establish the formula which would reflect the

advantages originating from intersectorial specializations. Suppose
fe
that two countries A and B have the possibili&g ‘ producing goods 1

A

and 2 in order to satisfy domestic demand. In the framework of
specialization, country A must produce product 1, country B, products 2,
the two covering the whole demand (domestic demand of both countries).

anre
The advantagesh'S%ounw by the ratio

__A"‘S oooo(l)
Es =77

A = production costs before specialization

-

S = costs of the same production after specialization

Production costs before specialization will be

E, = & Pl = e, P2 ceess (2)

— 55 —_
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where e and e coefficients of production efficiency by unit

2

P, and P

products of goods 1 and 2

1 2

Thus one can establish the generalized formula of advantages

arising from specialization:?

e
S,

S A Sfan ew Cscumrnt P /57_7

[ IRRSFE L

~.
e 4
o

"

1)

coefficient of production efficiency for product 1 after
specialization (to this is added the additional costs of
transportation and of organizing the'specialization)

P*, = volume of production 1 after specialization

Q.
il

1 price of exporting product 1

Q.
1l

price of importing product 2

(]
1}

average coefficient of export efficiency
What is meant here by coefficient of efficiency is the

number of national monetary units necessary for spending on production
going toward exporting with a view to obtaining é'ﬁnit of foreign
A

currency in export returns: the value E., shows the percentage of profit

S
which reflects the ratio between the advantages of specialization and
production costs in a self sufficient economy. In the end profit will
always be made over the costs of production.
The advantage of specialization can be counterbalanced
by subsequent_%p@ebtedness -~ deficits in the balance of payment which
(RS TATSARAN

often apr.ar with the framework of specialization since the coefficients
A

of chficiency cannot be absolutely identical in the two countries. One
A

NS -
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can solve this by changes in price which pose the problem of special
prices inside the group of countries which are specializing or between
only two countries. Within fhe frame of intrasectorial specialization
one can, for example, distinguish the following specializations planned
by Poland -

- In lamination (specialization in contours) with

Czechoslovakia
- In agricultural machines -- with Hungary and

Czechoslovakia

In machines designed for smelting, metallurgy, rolling
stock -- with Czechoslovakia

In chemical apparatuses -- with Czechoslovakia, Germany,

Hungary
- In complete industrial installations (for production of
gement; to export to USSR, Hungary, Bulgaria) € s
}he:;fore it is easy to foresee that specialization
between the COMECON countries will progress. This is very obvious in,
for instance, the export of machine and equipment goods:
[;efer to page 7§7
It is anticipated that in the period 1958-1965 Polish gx
machine exports will increase 2.2 timesj at the same time exports in
these products to the USSR will be augumented 3.8 times. The same

expansion is to be observed in the case of Czechoslovakia. Hence one can

deduce that the "compartmentation" of foreign trade on the interior of

— 5T =
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?f the COMECON zone is going to grow in the future. The statistical
f?}{“ to be drawn from the five year plans of the member countries is
clearly moving in the direction of this observation:
[see bottom of page 727

It 1s almost certain that the perioed analyzed ' A
belongs to the‘stage of intra-sectorial specialization. Passage from
the intersectorial stage to the intra-sectorial stage has been marked,
as was foreseen, by the dropping off of foreign tradf between member
countries of the COMECON. In 1958 participation-igytrade with the
socialist countries, in relation to total trade, clearly fell in all
of the countries without exception. The most considerable drop off is
recorded in Poland's case. Its trade with socialist countries fell off
from 70 - 58.4 percent of the total. In the other countries The Skfrhéé
intersectorial specialization (raw materials exported by Rumania,
Bulgaria and the USSR for equipment goods exported by gfephoslovakia,

F L

and East Germany and Hungary) nevertheless maintained =  indices above

A
70 percent.

[;ead table on page ?27
In theory one can conclude that in the future there is a
possibility of exhausting the advantages rising from intra-sectorial
specialization on the inside of the COMZECON zoﬁe. Fléxibility of
foreign trade,.%emevev s furnishes two other concepts of development
in specialization. The first concerns common exports of complex

industrial installations by a group of countries (inside the COMECON
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zone) to other countries (expecially the underdeveloped countries).

The second depends on common exports of complex industrial
installations by a group of countries (the socialist countries and the
capitalist countries combined) to other countries. The \dg/sparity oi"2

P ISE SR

. a) labor - intensive,b) capitale intensive’\c) material-

intensive coefficients in the industriclized countries cen make
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Fybio
such a combinstion in specialization hisdiy effective and yrolfi-

Tables In order to have this, the notion of specializatici: must be
interzereted with that of cooperation in an homogeneous economic

A
forn Qe

B. Exchances with the capitalist countries

The theoritical foundation%%f Polish trade with the capitalist’

countries are the same as those hich exist between capitalist
fom oo .-
AL g ssde oo .
countries. The function of atﬁendants of foreign trade on internal
A ' t‘?,.C- T Vot (‘-.
economic factors remains the same, but thefwoiid of different vaﬁied-

(1Y .
ables stands out since the differences e the level of econoaic deve-

lopment between Poland: and the capitalist countries are greater. If

t . .
one czncludes in the function:
N

a.) Natural wealth (for an arbitrary constant)

b.) The structure of production (for the &oefficient of the technical
level commared to a corresponding level in the importing country
considered as g determin;%§ variable;

ce) Demand on the foreign market (with the coefficient of free trading
:of merchandise) considered as another varigble:

- In the case of exchanges with member countries of the COMENCON
the coefficientsgre not very significant since the level of technique
is roughly the same and for the coeffiéient of free exchange the
coefficient of planned development of exchanges is substituted (one

can say that each coefficient = 1)

- In the case of exchanges with the capitalist countries these

em

___ 60 N

—

Declassified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5



e | ;
Declassified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5 " |

~

&%\fi[\:
coefficients play a very large role. The differcnce in the m:“%w of
the technimue causes the first coeffiecient to be < 1; the

[x‘%f@/m(ﬁu

- 1nst1tutlon@f dﬁf&lcultLes of exchanges ( , long delays

AN
in deliveries, obligation of satisfing the current demand, customs
tarrifs, contingent politlcal preferences of one side and the other,

: 2l c;e;;(,v.r

)Amake the second coefficient. < 'f same as fr{e,{wat,\ (it
would perhaps be preferable to fix the second coefficient as K’l
since the volume of institutionai?sarﬁorx‘- in trade between countries
reveal%no different political systems must always be measured in
gzg%;;él Q;EQ%%;S. The large reduction [?] of coefficients snows Slows
down the full functioning of the variables b) and c) on the structure
of Polish foreign trade with capitalist countries. Thus it is fun{gwmcd
especially under the influence of the arbitrary constant. Folish
natural wealth enters into Polish exports to capitalist countries in
the form of raw materials and semi-finished products, especially
agricultural and mining products.

[Refer to page 76]

Raw materials constitute about 95.7% of Polish exports}‘to e the
developed capitalist countries. The talle is no longgr the same for
ex?orts to the underdeveloped capitalist countries, The coefficient
for the technical level is ;> 1 here (wiich multiplies the
impact on foreign trade with its trend toward industri Lization fo
in the structure of Pclish produétion). The coefficient of 21&1:C~;Z;21_

excoct A
zation is perhaps 1, and in the cases where they exhert political
s

priorties even ;> 1. TFor that the structure of exports to these two
em
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groups of countries is different:

(Please refer to paze 77

The table on paze 75 broves <hat a large concentration of Polish
exports to the capitalist countries exist. Products whose individual

P u.'l-
share in exporting survasses 2% gt?:aish.s% of exports to the capitalist

/\

countries and 40.9% of the total exports. The geographic concentration

is even stronger. The countries - taken one by oPe - to which Poiand
absenh

Y obifrb T3e4% of a1l

directs more than 3% of its exvorts iy
eéxports to the caritalist countries. But it must be pointed out
here that the geographic concentration of exportﬁéo capitalist cowatries
is less than the total geographic concentration (the trend reverses
for structural concenération by product). Since it can be roughly
said that the geographic concentration is ruled by the coefficient of
institutionalization and the structural concentration by product - by
the coefficient of the technical level~ it can be deduced that the
institutional differences are less (between Polish exports to the west
and to all countries) than the technical differences (between the
Western level compared to the Polish level and the average gereral
level compared to the Polish level).

[Please refer to page 78]

The structure of Polish imports Originating  $3 capitalist
countries is very different; machines and equipnent share invit to the
rate of 25.1%. Nevertheless raw materials figure vefy fzgéiQQin it.

As in the case for exports, the distinction between the structure of

imports coming from the developed countries and the underdeveloped
em

T | ;
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countries stands out -l .

[?ee tzble on paze T9]

The structure of Polish exports to the underdeveloped countries
approximately corresvonds to the structure of Polish imports fron
the advanced capitalist countries, while the structure of* Polish
import to the advanced capitalist countries corresponds ¢> that of
Polish immorts from the underdeveloped countries.

Taus Poland is half way betireen the great economic transformations
which have occured throushout the world. In the case of Polish
imports, the concentration is inverse to that existing for export§:
products whose individual share in tie total is lower than 2%0;% {j':bl‘ze
majority and comprise’ £0.5% of the total.

[Ccf. table on page €0]

The difference in degree of product coicentration between ex-

ports and imports is very noticeable and not advantageous for the

;‘ ]

y .
AU E A i LA

Trirance of the paymente In the case of fluxition.of prices on the
world market for a certain number of them or a certain catagory of
products, the d&isasircus effects on exports (drops in export priees
for n products) will not be cizpentatéd” for by equivelent drops

in the purchase prices of a number n of imported products (the proof

will be furnished in later chapters).

C Exchenges with underdeveloped countries

The problem has been partially treated in théAframezwork of

exchanges between Poland and the capitalist countries in order to

demonstrate the bwzic‘&iffgrences which emist in exchanges between

em
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Poland and cach one of these groups. More-over w2 20land makes
i

up a kind of exceptica in exbkhanges between the socialist countries

and the underdeveloped cognéries. It entéredg??yherAléte\the systenm
of specialization of exchangesiand its exports of equipment goods are
only now beginning o be admitted, actually svﬁjhfaét“; on-the market
of the underdéveloped countries, Fully industralized countries such
as. Czechoslovekls 8nd East Germany already are sending a .1 . .
three to four times greater percentage of their exports to the market
of the underdevelioped countries. |

[Refer to paze &1}

The exports of industrial products Play a predominant role in the
exchanges with underdeveloped countries, and in this respect the
structure of exports of countries with a planned économy corresponds
almost exactly to that of the capitalist countries., A single

notable \:xception;fchemical products: imports by the underdeveloped
countries increased most in this area (Ez;ugze50% in the years 1953-
- \

1958). Their share in the general structure of imports by these
countries doubles that coming from the socialist countries. The fact
is not so estonishing if one considers the light development of the
chemical industry in the countries of Fastern Europe (except in East
Germany ).

[Refer to page 82]

Polish exports to th: underdeveloped countries have been very

irregular. This irregularity is due to the failure of these markets

to recognize Polish exports, to the structure of Polish export&éhich
o / em

— B -
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CILY LIlUsr LUy bezan to assuze industrial characterists ) ” to the
U el biladern -
/ t and . . role of a commercial treaty. The~ .
A N perc, il b /\
Calism of socialist coumti !5 exchanges was so strictly observed that
A with orc
often a sharp increase of exchanges -~ ~ country or even with a
A
whole geozrephic or political zone depended on the signing of a

commer l reatj or resulted from one.

ua‘ti ons of Polish exports to the underdeveloped countries
rzvﬂu

thus can be subjected A o a zolitical or institutionsl:analysis-rather

than an .economic analysis:
[See page 83]

S M

The sitaation does not prcvc:'t 1tself in any other way if one

A the docialeare made by a
analyzes it by countries for geographic zones. Often ° country to
A AN
have a product the deliveries of which have been » for one reason or
/Z/Gbkje")
another, stopped or diverted from their normal » arrive "fow
)I;TIES@Q/J\
Pcrand or other socialist countries sharply - " the volume of
: N

exchanges (for example, the export of Polish sugar to India in 1954).

Thus often the decision nede in Polsnd (or in =retlier socialist countrg
b

to satisfy latent needs - the actual demand of the population -'JQ”L
A and, citua
tropical products such as peper, tea, olearfmious substances. T__.:
taelp A_A
fruits A aloo increases . - the vilume of exchanges. ) TACJQ

decisions are not made regularly (which gives zhe volume of exchanges
a fortuitous character) and often are not nmade simultaneously by the
hE'ﬂC\. L’

two contracting parties ( N - the z_.zb:__.ance in exchanges). A strik-

ing example is furnished by the exchanges between Poland and India:

em
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[Refer to pase ]
. . \
The same VU&suealily maﬁbe observed in the case of exchanges
J

g
4

with Indoncsia.

In trade with the African countries the balance of payments
rezularly shows a deficit. These countries furnish Poland with raw
material such és cotton, iron ore, copper and manganese ore and O{Qaﬁ—
Meied.  substancese. Polish exports to African countries cover only
two thizds of their importe. This fact is éxplained, in our opinion,
by the low capacity to agree on long term credits aﬁd low interest

Pt

%, for instances) or to grant economic aid by virtue of an assistance
)—ya\l@. Con C + 171@ ‘:)o;

Tt

policy by Polande. The' economically stronger countries/«:
A AN A

facilitating these exports éy & “onllewe policy of payments, which
is not thr case for Poland; so that surplus balances ¥ the more

advanced countries with the underdevelcped countries

i DF
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are counterbalanced by\deficit balances of the less advanced countries
/

(such as Poland) with the uﬁderdeveloped countries of Africa.

[Refer to page 85/

It seems that Polish foreign trade is becomming orienéed instead
toward a concéntration of exchanges. Such concentration can have
foundations which will be at the same time political and economic.

As regards Africa, the new aspects are the republics of Nigeria, Guinea
ard Ghanaj for Asia -- India and Indonesiaj fof Latin America
-- Brazil; for the Near and Middle Bast -- the U.A.R. and Iraq.

Taking into consideration that:
a) Poland's balance?of payments with certain underdeveloped countries
?%Qén the deficit side,
b) Balance%éf payments of the advanced capitalist countries with most
of the underdeveloped countries are on the surplus side,
¢) Polish exports incluvde and will continue to include for a rather
long period “capital" or "material-intensive" gocds (e.g., complete
industrial installations),
d) The exports of advanced capitalist countries include
nlsbor-intensive" goods (with a high degree of transformation),
e) The balances of payments of the advanced capitalist countries with
Poland are on the swrplus side inside.

It.;ggﬁibe possible, with the aid of mathematical methods, to

AN
" construct a diagram of commercizl relationships. This diagram is

based on the coefficienéé_of rentability (production costs -- sale
A

gls
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prices); the coefficieni; of effectiveness (comparative advantage
of utilization of capital, raw materials, manpower in terms of the
cost of capital, natural wealth, salaries, productivity in each
country); the coefficieéés of availability (non-utilized productive
capacities, stocks of raw materials, unemployment);l&t ta allue
based on trernds in the balances of payments between various groups of
countries. It is possible that suéh a diagram would be economically
advantageous for all countries who participate in.it and would bring
sociallgdvantgges to the underdeveloped countries while helping them
T PR T
to 1eavehpehind them\more quickly.

According to our thinking, all the conflicts which effect the
conterporary world can be divided into three groups: fights -- the
cpponents mutually try to destroy each other; games -- they tend to
- circumvent the adversary; debates— finally, at the end of which the
advantage must be mutual. From the econcmic point of view alone,
this last kind of conflict is productive. In foreign trade fighting
takes the form of customs war, embargog§, quotas, et07 i.e. the

YL‘/
advantage resulting from it is m<w for each party. Games take shape |
' A
in various wayst effectﬁ%f domination (discovered and exposed by

[

<4
M.F.Perroux), creation of pmibilenal  commercial bonds and
deformation of the eccnomy of a weaker country having a lesser power
of negotiation. The economic advantage here belongs especially to one

party, Debates, by definition, - pose the possibility of a ratiocnal

decision leading to reciprocal economic advantage which can become the

gls
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rnoving force of action to follow if the principles of rationality
resulting from the debates are put into practice.

Each group of conflict can be transléted in economic and
mathematical terms. For the "coﬁbat" group the mathematical principle
applied is the "reductie ad absurdum", and the function utilized is
not definedvfor X=Q. For the "games" group, mathematical theory
sets up a basis with the idea of balance bgtween the two opposing

o whene
- parties and the result of the game is thus X = _}3 X9 X_ expresses
A a . A a

the advantgge of party A xsb that of party B O{ and%representing the
coefficiencv cLorrcraesy
/ Aof cleaverness, the power of negotlatlon, or simply the

A
power of each party respectively. Since o # B X, # X > the apparent

balance does not imply balanced advantages.
For the debates group a very much more complex dlagram is
necessary. we shall obstain from giving. heré\the formula (the problem

will be partlally solved in the following chap‘ters) In any case the

o 5
coefflcn.en’ : g, and )) give place to the coefflcn.en?‘\' mentioned

. above, which presumes that in place of trend Xa"“'“f’ ma &J Ai —am‘m 5

A Vs . 795! »Gﬁ‘.fi.&.
tregmd. ﬁa“? max = Xb——> max 'V, It is
A

obvious that
for the "combats" group X'a + X'b =0

for the "games" " no—> Xt W
games" group Xa+xb Xa(o_uXE)

for the " ] y (11} T r
e "debates" group X . t X p = Max > X

23 V4 )

Dne I.o\ wonder if X < xe a» if in this case party A were the

loeer, passing from "games" to "deb¢ ves". Nevertheless, even if

69 gls
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al 23 (which is not proved at all))the phenomeran is of short

duration. By introducing the long series it is beyond doubt that

s s
<X N2, ( _ 2 - >
j a / J X b J = I) 2.7 s e . N {-eh\}aa’)n..( SC%L(. \u:v(:,

and party A must be the long term winner, thanks to action by the two
possible trends which must intervene in the Ygames" system.

- The increase of coefficiert "HB" to the detriment of
coefficient Cﬁ (<= case éi?in;érty B begins to play the game
with several partners, after having found new imporfers of his products,
new creditors, new lenders, etc.).

- The retreat of party B from the game (political or nationaltxﬂﬂiénga
due to the maintenance of the case where X" 77 X"y3 X",
+ X"b — X"a;
These two trends tend to diminish (in the first case) and cancel
(in the seccnd case) the advantage X "a' of party A in the “games"
system practiced on a long term basis but m:ggfhot appear in the
"debates" system.

Moreover, the "debates" system makes specialization in foreign
trade possible, specialization for which the equation of advantages
has been given in the preceeding chapter,

Polish
D.. Foreien Trade With the new Ecoromic Communities in Europe

Polish trade with the two large economic communities in Europe

is ruled by different considerations in both cases.

gls
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As far as concerns the European Economic Community,\ trade carried
out between it and Poland has led essentially to a lowering of Polish,
coal exports which seriously threatens the volume of exchanges between
the two parties. For the European Asscciation of Free Exéhéﬁ?&%Z#e
danger for Polish exports gi?;é;; especially in a lowering of Polish
exports in food stuffs. The practical effect of the C.E.E. was
exerted on the market up to 1960 through .the decisions of the European
Steel and Coal Community; it was particularly considerable in Polish
deliveries of coal to the C.E.E. countries. The dropping off of coal
exports to countries‘in the European Economic Community was nevertheless
counterbalanced by the increase of deliveries to countries in the
European Association of Free Exchange.

[Refer to top half of page 89/

Inside the countries of the C.E.E. the indices for Polish exports
of coal show a tendency to drop off even more acutely for exchanges
with France and West Germany.

[Refer to bottom half of page 897

f;%ié AE.L, E.Astlll nct effectively in practice, the principles
resulting from it cannot yet have any particular repercussions on trade
with Poland, Once customs +tarif sare lowered inside the A.E.L.E.,
three groups of products 2"32;1223 by Poland to A. ELL E. countries
1nst1tutlonally

will be dangerously exposed to'strengthened competltlon'

a) Exports of bacon and ham to Great Britain

b) Exports of coal to the Scandinavian countries

gls
—_ T =
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¢) Exports of timber to Great Britain.
a) The British demand for Bacon is satisfied by exports
,{-'}
from Poland (covering the demand > the rate of 14.3 ¢)

3
o

from Denmark (covering the demand ?% the rate of 65.8%)
A

The customs tériff on bacon and preserved pork imports from Denmark
was lowered in the new commercial treaty between Great Britain and
Denmark to 50% after 1 July 1960 and compietely done away with after
1 July 1961. After variations in the origin of Bfitish imports brought
about by the change of customs tariffs, Poland M.ﬁp em:.m;
Between July 1960 and July 1961
on bacon: 1.5 million dollars
on ham: .5 million dollars
after 1 July 1961
on bacon: 3 million dollars
on ham: .7 million dollars
L) As a result of lowering customs tariffs inside the A.E.L.E., the
Scandinavian countries and Denmark will agree to the preference of coal

e
imports from Great Britain and\Polish coal deliveries will be reduced.

¢) Imports by Great Britain of wocd coming from Poland will be replaced

by those from Finland. The deviations in Polish.foreign trade which can

be prcduced after the creation of custems unions in Europe are important.

gls
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They eare particulerly irmortant for certain products > & large part i

!

of which are exmorteq €0 AZLE countries such as Wwood (3L.9% of the total) !

|

derleultural products (35,09 or 4ne total), coal and colke (13.3% of the

|

!

total), cte. In addition » 1t is ‘o be noted that in the trade exchanges ,
!

ibetween Poland and the AELE countries 5 & phenomencn of double concentra-

tion intervenes, The products exmorted by Polend to the AELE constitute
expoits
|& great percent of the total e:—:pfybs of these products » but also the Pol

ish deliveries to the ARLE are represented by .some groups of products
heavily threatened by competition inside the AELE.

[Refer +o page 92].

i This double effect of concentration ig likely +o inflict grave losses

on Polish foreim trade » and once Veriations in the demand for Polish

BT
IR

exports are stabilized, o3 w:..'lj_ be all the more likely since it ig & ques~
A

convertible ‘_"Ql"gi;_“{.fzm'currency which allows Poland to make its deficits
"\‘tis:"\'\:‘«hk»@ .
good in certain strictly bi-lateral exchanges +'a granting credit by the
N

contracting party is not POssible .

Polish trade with A.E.L.E. countries is broportioned as follows:

[Refer +o pege 92]

VI. Foreism Trade and ¥ational Income

t
: - T00246A060800560001-5
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&s reflected in trade abroad .
In order to establish 't:hé statistical relations,the groups of coun=-

tries presenting common characteristics (as regard;/‘bhe rate of growth in

the years 1949 - 1956) will be examined .

Grérth rate of the National Revenue 3.3 = 5.7

(Sweden, Yugoslavia, France, Ttaly)

Crowth rate for National Revenue Telt =~ 10.3
(Czechoslovakia, Poland, West Germeny, Eaét'Germany)
Since the two economlc currents stimulate mainly the growth of the
girves 'r\a?"\:-‘.lm{\ prodie? (industrial production and foreign trade)
and since gro«th of the nabionsal revenue during the following period
*| depends on the division of 'bh;ts product, one will esteblish A‘bhese coun=~
tries along with the rational revenucmes foreign trade relationjrﬁélation

between industrial production and components of foreign trade on which

the process of growth depends the most =- namely, raw mabterials and

;
!
|G SNAR YR I I

<G

Cee P /(‘ {
/
[Refer to page 9L]
The table of saggregate stabistical relations shows that ‘the

order of connections between the growth of national revenue and that

of ff>reign trade cannot be essablished mechanically, but only in terms
of/zgzracﬁer of economic progress in the country. Tt can be seen that
the highest ratio 1s that of Sweden (weakest national revenue growth)
end Zast Germany (strongest national revenue growth). In most of the

countries the ratio between foreign trade growth and national revenue

—_— '71!.‘ —_— . t
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growth surpesses l.5, Poland presents the only exception, where it
reaches .5 onlyv.

(See page 93]

Such a sitvation is explained if one divides the countries not ac-
cording to the. growth rate of 't:hei;v: Bational revenue, but: according

to the motive role played by foreign trade in these countries.

M
The countries presenting a very high ratio AR or

AR

e

>
o] b

are those whose economic activity depends on foreign trade. Belonging
to this category are countries whose exchenges pz;eéenj: a high degree of
specialization vwhich is is linked +to & coefficlent é;';_a very high tech-
nical level (in relation to the world average). "

The case is even clearer if one analyzes the forelgn trade of these
countries through industrial production., Here » too, the relations of
Tforeign trade are translated by lower ratios than in the other countries,

Vith Polend's entering the specialization phase, its ratio

td

i,

FaN

1s rising and reached .87 for the period 1956 - 1960 ( or a value
double that of 1949 - 1956).
| Hence one can deduce frcm the sbove that in a country where the
foreisn trade rate of grovith——national revenﬁe rate}of growth is lower
than 1, Toreign trade does nok play an active role., In s country where
‘e )

the ratio 1s between 1.0 - 1.5 ti» role becomes important but not de-

cisive. Above 1.5 > 1t bezins to be decisive and the country is beconm-

—_— 75 =
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ing oriented to the outside, its domestic combination of circumstances

becoming port of world circumstances.

Problem of Substitution Between Iational Revenue and Foreisn Trade

Two angles of approach to the problem are conceivable:
The first 1s with a view to strictly confined eccumulation, the second
is from {the National revenue angle (which in addition to accumulation
also includes consumption and thus constitutes an spproach from the point
of view of the economy of man).
If one considers the problem exclusively from the angle of Nation-
al revenue, two approaphes are possible:
a) The machine furnishes =1 additional production with a value
T $100. For this produc't:ion) €2 combustibles or raw materisls must
be used. The value of these combustibles is $110. The solution is
sirmple. One stops working the machine end the national revenue
rises $10. (input 110 - oubput 100.)
b) The worker puts ou extra lsbor and his product is exported
abroad. (IAR),/%‘ the salaryg{é‘:d& he buys a washing machine for $110. The
solution here is obviously simple; the worker is forbidden to do

extra work. The $100 owed for the product are not transferred

abroad and the national revenve diminishes $100. The effect of

thece two gpparently analogous decisions is totally different. Thus
it is necessary in order to analyze the effects made by exports

on the national revenue to distinguish between the mechanical fac-

_tor and the human factor. In its turn, the effect made by imports

—_ T -
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on +the national revenue is nelther direct nor obvious. It is true, for
exammple, that a simple reduction of imports does not equal a correspond-
ing reduction in consumntion. The reduction of imports is considered

a rectifying coefficient (effect of transmission) that we shall call

Ce o3

c <b p

- degree of complement of the product coming from imorts

c’
i

e’
|

its participation in the structure of consumption.

dM () =dC
10 = d W

v

So it is clear that at jl;he beginning of the {ndustrialization
was ’ )
period, 1L ‘q\/a great deal casier than now to retire from Polish imports
f

"‘Broducts going to conswummpbion.
This leads us to take up the possibilitjes of substitution which
are offered by forelign trade.

The problem can be ‘analyzed on two different levelsA:

1l - Substitution Within Exchanges:

(1) irports of‘ consumer goods to be substituted by exports of
consuner goods;

(2) imports of capltal goods to substitute for the export of cap-
ital goods;

(3) exports of capital goods ‘to substitute for exports of con-

sumer soods;

i Declassified in Part - Sanitized Copy Approved for Reléase 2011/11/16 - CIA-RDP80T00246A060800560001-5
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(4) irmorts of cepital goods to substitute for imports of consumer
goods;

(5) Zrmorts of cauital goods to substitute for exports of con-
suner goods;

(6) dmmorts of consumer goods to substitute for exports ofb capital
goods;

2 - Subgtitutions in an Open Systenm of Economy

(7) bvetween the imporbs/of capital goods and local reserves of
manpower (engaging local manpox:.fer)

(8) dvetween the impor'bs;,éf raw materlals and local manpower
( economy of imported raw mz;:tem:a.ls thanks to & special extra effort).

In ordexr to be able to effectL}a'bional choice, a certain number of
coefficients must be established; Except for coefficient ¢ (effect of
transmission), it is necessary to establish the coefficients:

-~ € - Coefficient of relation between productive accurilation (in-

vestments) and the _participé'bion of production in the national revenue

&rﬁ?ﬁ = C:H
R R

where C z Consumption

R = Ilgtional Revenue

A

e/*?ﬁc

Productive Accumulation

_— T8 -

i

i
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-~ The efficiency of productive accumulation

=
H

i SN

3
|

/.

3
N -
I [ Y

where m = the productive effect of investments (nuber of units of

investment necessary to increase +he national revenue 1 wnit) and
me.A=d4dR

The relation between the level cf consumption (¢) and the growth of nat-

sonal revenue (d R) is first +ranslated by the equation

AR © = m , vhere e depends on the choice made between

c e
todayts conswmtion and tomorrow's increase.

€3 Qhoice (1) therefore mist be made in terms of the coefficient ¢,
‘ choice (2), in terms of coefficient m, choices (3) (&) (5) (6), un torms
of the coefficlent e.

Tn the case of exporting consumer goods, the withdrawal from the
markes of productd A necessitates its substitution by product B. The
i1ntroduction of B in its turn increases the purghase power of value B.g
¢; where a is the multiplier of the returns. Coefficient g depends‘h(?n
the participetion of salaries (a), on ‘the accumulafion (b) and ii;:,.i:g? &
pocotion (e) [ amortissement] in the value of the products which are
Afound on the market, or

, q = 1L '
; T - (afD FC

o=~

‘i The value of the product on the market in substitution fazr A is :
A

Byz B 4B (¢-1)

19 —
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wiere B = pure substitute (in place of A)

B8 (¢ - 1) = additionel product (in terms of the new structure of

demand)

If, in order to introduce {'.3 substitution product B on the market it is

necessary to pay ICr SB in foreign exchange, +the returns

—_— 80 =

A pa
S AN
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ZPesulting from exporting preduct A must be compared not only to

expenses Sg but to the volume of expenses in foreign currencys

.

sEr S.S (o-1). )

[}
Anoiher order Iu comparison concerns the influence of imports on*kﬁ
A

national revenue.
The following symbols are submitted:
Qz Imports
R- Natioral Revenue
Q= Participation in imports per unit in the national revenue
. .

Q= L2 -

!

U~o

But on the other hend
Rz C plus S = (1-s<3) R+ LR sR
Where C- consumption

Sz accumulation (savings)

S= coefficient of savings

Q= gR = ﬂ/(l-s) R\*ﬁ’SR

a = (1s)+puzs (/5.3‘) +of

coefficient of participation of imports in consunption

t

:n:‘!l L

coefficient of participation of imports in accumilation

n

y
F

(savin

gs)
Fo Qs -
M=o the cholces which can be carried out in open system of economy,
A

choices (7) and (8), the following equations stand out:
“S = Yee.. (condition for stabilizing the balance of payment)

Wi

M OWeeese (condition for balancing the financial program)

y-— >"v C:;
polis et
/
)

—_ 81 —
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Where:
Value of saved raw materials:
in the price of the~domestic marketesessssssceee W (zlotys)
in the price on the world marketeeesseessccscess ¥ (zOltys)
The total gffect of saved raw materials (effect made on wages)- .
eessee qW(zlotys)
Increase of the quantity of merchandise necessary for ebsorbing
the salarizl effect sescesscessesss M (zlotys)
(22t In foreign currency of the increase of Quéntity Qf merchandise
by one zloty (input of foreign currency for one zlbtj%ggjghe ness

) of new meI‘Chandise) ) eeeesccscccssee O ( dQ]:LaTS)

Total cost in foréign currency of the increase in the mass of

merchandise on the market escssceccsssss MS (dollars)
Yacd
It follows that the course of trading wozld materials (h/)
. A Y
czn be represented by the equation W -1
Y Qos

where o = multiplier, reflects the total E?fects of saving raw
"materials on wages.

The increase in the mass of products placed on the market is
calculated in the retail price;fcan also be represented by the sum of
prices for raw materials used in amortization and accumﬁlation.

The prices of raw materinls in foreign currency (MS dollars)
can be recalculated in national monentary units (:ldfys for Poland).

MS. l - IXI_

as  q

In view of the fggt that

—_— 82 e
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&z participaticn of vazes in the value of merchandise products
b - particip:tion in amortization

C¢ = participation in accumilation

Mz 2.Myp 124 +D.M et

Q

1- (atbic)
This proves the necessity of introducing a multiplier in having
recourse to the substitution of exported products,

S0 it is clear that:

‘ o -~ the saving of raw materials (in substitution for
L e >l \)'(\‘{, L3

imsort materials) leads to o> augmentation of personal income for
FaS A

meribers of the population; !
ere e
- this additional income perheds the necessity of essuring
A
the satisf~ction of the extra demand through® the increase of Production;
- the increase of production induces the .multiplier

. - . ! .
efrect in the populationsincome.

VII. Polish foreism trade and price structure

It has been mentioned in the introductary chapter, the system of
bprices serves in an planned econony as a tool for state economic policy
without being considered from the point of the world market, and thus

from the demands of foreign trade.

This dispaity eliminated the usefulness of pricgs es far as

Aprea :{.
neasuring devices for the effectiveness of trading osoverd, and all the

em
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st :—-"___'. 4
more so since domestic market prices, while’ fluzatzng arcxnd nominal
A
costs of production, did not reflect rzal production costs since they

could not tie in with the prices of imported raw materials.
The tables on the rext pages reflect the structure of prices in
v__l, P ‘fl(’.)

five Ew:dpean countries. Sometimes curious deepar@ies in the structure

of prices exist in almost all of the products.

Such a situation poses certain number of question for use. ottt G
C.‘ ./4!
aﬁﬂﬁ:;:n that a given system of prices reflects the given state oI the

A
economic situation, while the situation itself remains the function of
I '
the balances and iabalances which are the synthesis of the econony .
. A

™ A '
The following %?balances have been characterized for the economy of

30cialist countries:

s tHhe '
1. L“balance betweegAgeneral direction of the deve¢opment of
almmr
productive forces in the socialist countries (direction hex ¢*w§%ﬂ**g
A

toward the development of heavy industry) and the needs resulting from
accelerated ralsing of the standards of living (refiected by the almost
|constant deficit of cousumer goods).

I:‘.\ .
2. ghbalance between the technical level (raised coefficients of

technical efficiency) and economic level (volume and  nozerzneity of
production) of certain socialist countries capable of producing

comp’ Teated machines and the low technical and economic level. in the

Do oniTvieys - 'H\i‘—
other ezwitry. This hnb&_ance is then reproduced in a structure of
A A

[irade between developed and less developed countries inside the socialist

narket.

[Refer to pazes 104 and 1¢5]

enm
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3. ”‘ibalance betwesn the goal of stepping up pro&Ectivity thanks
A

A
to mass production wnd the limits “%o ecsorbing products made this

way impesed by the Corzotic markets.

In .
4, T:balance between the necessity of . zccelerating tecknical
A

| Dreomets and the unorganized scattering of efforts in this task.

L
5. Uabalance between the needs for an accelerated development
A

of production in all countries and the -+ 'sparse natural resources in

most of these countriece.

As established by the governuments, the price system did not offer
a sufficiently strong stimulus to raise all mortages [sic] at the sswrec
' (,F ’fml . -

7| icholoacese L bofiens of po 1054

However there  zr% three pessibilities in this respect:

e
let prices be based upon production costs (=3 a more specific

A
mann.:r than now)
- base prices on world prices A
/Hsldc.
-~ establish a . ¢ciunihe systam prices for, the &llCiTIR socialist

A

marget

System of prices based on world prices

o~

The exchernzes of socialist countries are carried out on a besis of
world prices; the differentisl rents which fall to the countries who

take advantze of states of imbalance are not done away withe. The
I - .

”

&

introduction of the same structure «f world prices withinAnational-

.-

eccncny is liable to bend the ecorom’e structures in the desirable dir-
A

ection from the stand.point of international trade, i.e. mainly the
e em

— 85 =
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saviny of raw msterizls which are lel=ing oz; the world market.
A
Economy in the expenses of lﬁoor will be hampered by the system of
world prices which re:;ect;neltner the structure of production nor
{
the desree of technigue suitable in this country.
In these countries fixing price structures based on production

costs 1is capable of guiding the economic structures toward economy

in labor expenses (the econoay of materials and raw materials will be

L/'.'/"»A- C C"[}
hindered by the irrcnality of domestic prices which ez not reflectsl

53 the material balances of the wo.ld market).

o Hence one can cwnclude that the <4dzol Iomestic system of prices
ibi%;?; include elements frem tha two possible systems instigating at
the same time the economy of raw materials and. the cconomy of lavor.

The differences between worli srices and domestic prices must
be jus”ified by the scarcity of raw ma’cer:.als - by the difficulties
encountered in purchases aboard and by the difficulties in the
b.lance of vayments.

The main problem consists in being able to get out of a vicious

circle - for example in the case where prices are bound to the world

Cv'“‘&
peot
vrices ¢J -ruw materials.
. I

Raw materials A B

World prices for raw materials Py Pp
Production costs Cp C >

and the ccunter currauto:

Py }’P2

C]_LCE

— 86 —=
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If ore applies the principal of substitition based on rentability
and advantaze over the difference of prices, mure of products B

will be produced (for which the raw matericls ecre bough' at & lesser

I wtes
cost P?) and labor <+«5ccs will take place. The economic affect
. / an .
of such a structure and such a decision ¢Z substitution will be:

A
Econony of currency Pl-P2

Labor weste C3-Co
To these - uncertainties which up to now remain the rule, are juxt~
epposed the basic distir:tions one wants to introduce between the
vrices of the means of production /nricec on the domestic and plunned
national circuit) and the prices for consumer goods' (prices on the free

market).

[

—_ 87 —
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The possibility for the existance of rour price circuits is suggested:
Planred circuit
Free market circuit
Foreion trade circait LinTdd to the world market
Labor circuit liuked to the state of technology
Each circﬁit corresponds to a different goal: the planned
circuit to the objective of industralizing the country, the free

M o‘\d:‘_
market circuit to the goal of consumption, mf$e up from the structure

of Lyusoiy v demand of the population, the foreign trade eircuit
H

with the (2. of econouy @l raw materials ané the labor circuit with
A

goal of technical progress (economy of labor).

It is essentizl trat the. four circuits do not interfere (with
each other). The interseption points are capable of creating a
conflict of goalj all the wmore so since it is perfectly permisseble to
Jauge the polarizaticn of goals on the one hand (the objective of
industralization approaches the objectév%f technical prosress; the
aim of consumptlon that of saving raw materlals), and thelr estrange-
ment on the other hand (the breach ;:;;ﬂl“between the pairs of goals).

LoMECHN A

Prices within the CCICCH market

N
Prices fixed on products subject to exchanges between socialist

countries are in principele based on the world prices. The method of
fixing these prices}mﬁ undergone two main changeé.»_ ‘
) 7"1(‘.-;4 telag,
- The first in 1950 at the time of the Korean boom. The prices within%
A

blocked and this state of affairs lasted until 1957T. In 1957 in the

--aftermath of {reat political and economic vpheavils, the civntries with

em
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& planned econory <l zin allﬁf:d thelr price system on the world prices.
Trade prices for & prodéétﬂéubject t0 exchanges between these
countries thus are now fixed for the duration of one year at least.
This practice is likely to underzo some new changes and with the delay \
of the valadity of prices being extended, aéAfwikoyan said &Pravda.
‘ A —_—
12 Narch l956)>"world prices remain a basis ¢ fixation for the

prices fixed on the socialist rarket but they are fixed as constants

for lonz toriods and the 1nfluences exerted by speculation and by the

4;:” P
accompanying brutal fluxetioms can be inferred from them.” This system
‘ A
of formation for prices on the socialist markei is Soing perfected

.and adopted to the goals of a planned economy in the socialist countr-

ies. Nevertheless it appears tqaf the system of prices in the COMECON

i

were created, it would D eceeded by the creation of a common currency
Loty

on the market or complete A.vertabllltj. But this cannot be
A

ez’ )lished before the technical level of production is appreciably

the same for all the countries and before the liaisons resulting from

s s . <, g tev fal ‘J
'specialization become closer. [:\,425 }3, 109 FE e

v
.L‘J P \.«.)
The cgualization of technical levels is at the bases of exchanges®
speculative
admitting of more reciprocity and prevents ' movements between

A

the countries (speculation becomes easier and easier thanks to inter-
- N
NLe Lo e 78 m‘.l.;mus
national tourism in the bloc)j; it likewise checks . through wast-
A
ing of labor (problem treated above). The liaisons rising out of

intra-sectorial specalization can be founded effectively only on a

level of know.how common to a certain number of countries

em
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(the leveling of the technological g%%ﬁglis most easily accomplished
in the mechanical and chemical industries where a very efficient standard-
ization can be developed. For these reasons specialization is beginning
precisely in these two branches of the national economy). Such special-
izotion bears a convertability of currency and, in the end, a universal
ronentary unit for all of the countries. But common currency can al-
most automatically create a system of prices detached from the world
rmarket within the countries! market.
~ lembers of the COMECON. Another solution would involve action from
top to bottom (i.e. by politicel decisions detacied from economic real-
fitih:) vhich is alweys susceptible to creating disturbances of an
cconomic nature. It is nevertheless possible for the moment to create
a system of technical coefficients (based on the size of the group to
based
which belongs the product subject to exchanges andAon the comparfBative
costs of the exporter country) with the view to stimulating the imporhén

d

Lf this product from the country from which the specialization in
nede
| manufacturing the product is anticipated. 2&%3 coefficients can modify

the base world prices and .ust be based on the prespective principle,
inad
i.e. must relate to i3 specialization at the figiel moment (at the

end of a long period) and not at the beginnings of specializations.

D Foreirn Exchange Rates

L £ Lt C_
There are three possibilities for establishing a :namercial- re-

A

lation between foreign trade prices and domestic prices in countries

N
with a planned econony, mainly
A

I
e

S

.

by the average prices, by the index

em
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of returns end by the maximum price. Each one of these relations can
play its own economic roles ~>

The Averase Price AN

The average price price of exports (K(c)) can be establlshed as
ot
being the ratio between the value of all export.ﬁ// hthe domestic market

price and the value of the same exports calculated according to the prices

on the world merkets (in foreign currency)

&) s (k)
K( = q3 Pj
n (s)
S95P;
3=1

where pj=market price )

qj=quantity exported

(k)= domestic market

(s )=world market

The average price of expor:s rose in terms of the increase in

volume of exports. The mam‘mig tiom .. of economic advantaeges developed

Ato the point where the value of exports at the price of the domestic

markets F (e)= /l 95 Pj (k) is lowest (average price K (e)is lowest

at that point). 7L
For imports, the rule is inverted. The average price of imports

Qiminishes as a function of the increase of exports and the max:.mmr—(} )
] x

:..__..LJ_O"’I of advantages ceming from importing occurs when F(l —-ZQ Pl

A

Where Q, = imported quantities (1=1,2¢ « o » 1)

and when K (i), the average price reached its highest point. The condi-

—_— 9l
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tions wens-in adventageous development of foreign trade have come
A /\ ‘T‘lcu

together when F (l);>.F (e) i.e. when the averacehof imports is higher

than the average of exports: K 11{>> g (e) .
. ?f{.?h.’:n(“;

If one applies the notions used ~ :reviously for i3 total quanbitby,
it is possible to establish the total advantage for all commercial trade
with other countries.

| The total advantage is a function of two factors: the formation of

the average price of “exports and of imports and the formation of the

volume of foreign trade.

s (B (1) veled, s R= T (X (1) x (e)

he . € V(i)= value of imborts (at world prices)

(e)_ value of exports (at world prices)

Setting this equation into dJnamlcs, the formnla for max1mumlzatlon
4! L 7,\‘

-

of foreign trade in terms of its rv;é can be obtained:
‘é* R > 0] when X (i> > k (e)

éfhus the rentability of foreign increase when the marginal price of im-

‘ and

,ortu is greater than the marginal price of exports i it reaches its
n

maximum:  at the intersection point of the two prices.

LRefer to page 113]

l'et zndex of returns in currency
i
'i‘::‘"’./
The net r in returns in forelgn trade will be ruled by another order
' \

~ . .
Crty

of 2ﬁderations, mainly it will put into calculations a clear distinction

between the components of value cf . the exchanged products; the raw

—_— G2 =
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naterials and wagesSe.

Such an index will teke .the form K=Kn = K¢

D-Dn  Dmn
where K=total production costs of the product
K,~cost of raw materials used in production which. stherwise could
be subject to export.
Ki=price of {ransportation of raw materials
D=value of raw materials, accessed at world market prices
Dp~revenue (net) of foreign currency
D=revenue (total) of foreign currency
+hat
Once the socialist country admits ’ foreign trade is capable of
o R 4 2
playing the role ol stimulas in the process of growth, the problen
N M
»aised is to know to what extent it contributes to.the growth of funds
of “accumulation" (of saving, to speak Keynes'? language) after which
. . . €
the increased reproduction can be - . + affected
A

(to speak ilnuvizst lanzuage)e

The index for sccwmilation. thus is presented in the form of a ratio
between net returns of currency, lowered -~ - Zrcem the value of the

- goods and services. consuméd: by the population, .escessad at prices of

the world market, and the total revenue of foreign currency. This index

then reflects the ratio between foreign currency returns and exgenses
D p-2T

P e

madey meinly for remunerating the labor employed: A< 1 Ln ., 100

D P
P represents the ratio between the retail prices on the domestic market

(for products and services bought by the population) and the world

Declassified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5
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Trices. _
u;/"l' "b;.‘— (-‘ .
In the conditions ' the ratio T <: P. the
A "D

n

expenses of the country -are less than the net returnsy in the

inverse situation of order XK. ;> L they are larger.
: )

n
The surplus of P in relation to expenses_Ki can then be
. Dn
it

considered as accumulation andhreflect.?/the'initial share of foreign
trade in the process of the countrv7s growth.
/

raximun prices.

The middle or average price gives an idea of the existance of

a maxdmum price

— ok
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(or limited pric@ beyond w:ilch commercial exchanges will not be desir-

able. The net index of returns in foreign currency - furnishes The

mevhod by which it is jossibie to establish precisely the fvworlas]

market price for each product taken separately. A wmethod remains to be

found by which the limited price may be established. The ra:nge of pos=
el

sible operations lie then between the net index of revenue in foreign
A ‘

currency and thfa emount of the limited price.
FIRE

Such a cc;.\:::se can take the form:

K = (1-2). 100

nn s
where a = ratio between the Increase of salaries paid out for produc-v
tion of consumer goods .and the increase in volume of the consumer goods
derived due to these expenses.
S = rav materials (in dollars) contained in each unit of value (taken
for example as 100 zlotys) of the growth in volume of goods.
The coefficient "a" can thus be obtained in a simpli_fied form by the
following caleulation: '
& =T = waoe funds in the branch roducing consumer goods

M " %otal valus of merchandise on The mevEeE e on

The coefficient "s" cen be obtained in the following manner:

S lionain the total value of merchandise

L S

T total value of merchandise on the Dariet in zlotys

To esteblish the exact amount of the limited price for Poland, it
suffices to find numerical data . '

CM

o P
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' Tt will be done for the consecutive years of 1657 and 1958.

obrs = 04237

o
t]
=
=
o
e f 1=
}_.l
=5
o)
3
N
ISR g

Lok pillion zlotys - = 04237
203.0 billion zlotys

s__ - _1.98 villion dollsrs . 100 - 1.04 8 zlotys
o7 = 01,7 piilion zloboys 100

1.85 billion dollars . 100 = 0.89 & - zlotys
203.6 pillion zlotys 100

6]
1

( in view of the fact that 20% of the raw material escape our calcula-
tlons, we are vnrompted to raise the coefficient "s" by 209

Thus, e havé: 8 - 1.30 g -
o1 = 100 zlotys

S - ot 1.11 : k)
58 100 zlotys

The limited price for these years is

X (L - 0.237) . 100 - 59 zlotys
lim 57 1.20 ~ 1 dollar

. = (1 -0.237 .3100 - & zlotys /
la.m58 1.1L 1 dolliaxr

The abrup® change of the limited prices between 1957 end 1958 is

g
t

cesily explained by the lowering of raw meaterisl prices on the world

merket and the raising of retall prices on the domestic market in

The limited price plays a doutle role in the calculatlons per-
taining to foreion trade:

- Tt Tirves the price limits of raw materials in the country in
: relation to their vrices on the world market;

—— 96_ ———
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- Tt fives the limits on the transformation costs in exported pro-
duetion. In the case vhere the rmmeratioﬁ of labor s-per"o for each
doller of returns exceeds the asount of the limited price, carrying out
such exnorts is contrary to the financial interests of the country
(the salaries eb thet time will exercise on lrports & constraint, the
extent of which would exceed the amount of returns.)

s .
As regard) transformation costs in Polish exported production

in 1959, an average 1s established for the large groups of products as

follovs:

28 zlotys|
Croun I: Machines, equipment goods, means of transportation / 1l dollar

Group IT: Corbustibles , raw nmaterials, industrial materials
23 zlotys~

. /f' dollar

CGroup ITI: Foodstufi'/and agricuvltural products 6l zlobys.~
' /l"'dollar

Group IV: Consumer products of industrial origin 69 zlo@xs/
//.I.’dollar

Average of the groups : 35 zlgj;ys'/
1 dollar

T

In the fourth grouv of products, exports are found just below the
ceiling established by the limited price.

VIIT. . Merketability of trade

The general problem here is to be able to Justify the following

_counter currents:

S
‘r

n
— 53
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- the growth of production is accompanied by a reduction of production
costs;
- the increase of exports is accompanied by & lessening of their elfco-

R rna~tsetal ol Y

Taken as & separate effect, these conclusions seem Justified. The
growth of production acts mainly on the reduction of fixed costs (gen-
eral expenses etc.) . ({",dr-.(},' ‘

Leoling to their diviz;;.{d;l over a larger number jf wunits of produce
tion, and in this way, lowering the cost per unit,_t/gg increase of ex-
ports leads to exporting prcducts with less and less marketability (it
is customary %o ‘begin-by exporting the most marketable goods and then
follow a line of c:/fjcreasing marketability). '

Nevertheless there remains one question which is difficult to
answer.

= Will the costs be raised or lowered if one continues 4o increase

exports through increasing production? Are the economic effects going

| to follow the diagonal of the Pbarallelogram constructed on the two coun-

ter currents just explained?

In order to be able to study the second effect separately, the fol-
lowing dlagrem has been set up: [Please refer to page 118]
On the X axis: +the value of exports or imports is measured ...

On the Y axis for exports: costs of exported production in zlotys

P I
»l/q LLVE v

spent one dollar in return for imports; quantity of zlotys obtained by

« / ,‘:“ -

(a4
— el ————

—_

i
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for the sale of merchandise imported for one dollar;

Curve E: Function of the cost of one dollar (in exports), dependent on
the volurz of exports;

Curve I: Fuwction of returns for one dollar of imports, dependent on
the volume of imports. -

Curve I ca.ﬁ take different forms in terms of the situation on the
domestic market. For example, in the case of market saturation it will
take the form Il ; in the case of a not completely'sa'bisfied  rentssbioucic
demand, it will take the form 12, and even if the State wanted to resort
to clearing the market by the policy of high prices for imported arbic;l.es;

1t could take the form 1'3 .

What might be the conseqtiences of each one of these three forms of-
Curve I?

Suppose the value of exports is equal to the value of imports and
equals OP. To these values correspond the marginal indices of exports
(Kl) and imports (Ka).

With the rise in volume of exchanges, the index for exports is
going to increase (which is not equivalent to being “better") by moving
o the right on E. The simultaneous increase of imports will move the
import index the length of one of the I curves in terms of the domestic
situation of the counbtry (i‘b is going to lower by moving on Il curve,
it is going to increase 1f following I3 curve and will remain unchanged
on 12 curve).

The intersection point of curve E with one of the variables of

. . » ag 9
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curve I will fix OA - the volume of exports and imports which will
prcduce an equalizing of the indices for exports and imports at the
level of Krl' The intersection point depends nevertheless on the form
of curve I: with the curve descending, the point will be placed nearest
point O; with the curve parallel to the "X's", more to the right with
the curve falling, it will be moved very close to the right. The in-

crease in volume of exchanges beyond the intersection point of curves
i

‘
ETAAVEERS

e
E and I (i.e., £7o2-lzz point Al ,A2 and A3 in terms of the form of

A }
curve I) will produce disastrous effects for the national economy. Each
cdditicnal unit of return (in foreign currency) for exports will entail

higher costs (in national currency) than returns (in national currency

O g A

r:.:;/i': 'or:i the domestic market) coming from the sale of imported products
and pald for with the s&ie unit of foreign currency. |
The main difference introduced here in relation to the preceding
censiderations is produced by State policy. The State in the planned
econcay has full power to fix Curve I in terms of the situation on the
rarket but also in terms of its own goals,even if provisional. Thus, it
will be able, up to a certain point beyond which serious imbalances are
apt to be provoked (especially stocking of imported products, in the
case of choosing curve ,',C3 g/; the black market for imported products, in
the case of choosing Curve Il), to decide on the marketability of for-
elgn exchanges by a rational setting of prices for im;ported products on

the domestic market.

— 100 —~——

Declassified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5



e | l
Declassified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5 ~

. -~

IX. Problems in the Balance of Payments

The problem of the balence of payments for a country with a planned
o—t.t__.f‘l""
economy is difficult to resolve theoretically and to bring ¢”T statistic-
~

’

ally, in view of the fact that:

- If L./:\; theory of foreign trade for the country with a planned
econcmy is still non-existent, it is nevertheless practiced. Apparently
there is a c:n‘tradictiox;\ kiln logic which is not without reminding of M.
Jourdain. -7:2"Gheory of forelgn 'brade is practiced.in the East since
the practice of foreign exchanges is a fact. The theory of the balance
of payments is not pra?ticed in the East, since the practice of the bal-
ance of payments is unknown. The balance of payments is considered as
kaving an exclusively statistical but not economic content. This atti-
tude goes back to the time when the indeperdent and even driving role
which foreign trade could have played was denied. Ina.smuch as the bal-
ance of payments was considered as accessory to foz_‘ei@. trade and for-
eign trade has a variable related strictly to the process of industrial -

ization and determined by it, the balance of payments concerned the
East only within the framework of bookkeeping considerations.
- The balance of payments is not published in the East, vhich is even
admitted officially in the Economlc Dictionary (edited in Warsaw, Poland;
1957, sce page ). This situation has been evolving slowly these
last years with the appearance of three new economic; elements:

- The bilateral system of payments in foreign trade, practiced within the

framework of bllateral agreaments

— 101 -
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{first step has been made in the establishment of an efficient system of

'lestablished provides for a simple compensation of the settlements in

'and concluded by countries with a planned economy, begins to be over-
teken by the demands of modern economy;

- passage from the forced industrialization stage to that of spontaneous

eign trade, waich has created a financial "hole" in payments. This "hole'l
had to be filled in by the aid of funds coming from outside and not inﬁe-
grated in the foreign exchanges (the funds previously granted were equal-
izing funds maintaining the balance in the bilateralism of exchanges and
surrounded by these bilateral accord agreements); = .
- such Lgél‘}the agreement gained by Poland on payment for the transporta-
tion of ;erchanﬁse which is carried out by transversal routes (the mer-
chandise transported by railroad between USSR . ard Eest Germeny and Czech-
oslovakia) end longitudinal routes ( the merchandise exported or import-
ed by Cz?choslovakia &by the Polish port of Szczecin) across the

[
nation.“'{ TThese elements are certainly capable of furnishing the balance

of payments with an economic content in the seme way &s the new stage

of econonic development furnished economic content to forelgn trade. A

international payments. A treaty of multiple clearing was concluded be-

tween the member countries of the COMECON on 22 June 1957. The system

vba.lances of payment between the member countries to be carried out in
the following manner:

[ Refer to page 122]

industrialization has not been accompanied by qualitative changes in for-|

M
— 102 ——
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The principal object of this treaty is to make the balances mutually
campensatory without resorting to heavy outflows of currency. Neverthe-
less, while remaining mul’cile;teral, the compensation is not automatic;
said otherwise, it can take place only in the setting of an agreement
expressed by the two parties. This method of proceeding tht;s only par-
tially exhaustsl the problem of payments between the member countries of
the COMECON but it does not solve any of either the problem concerning
more general nmultileteralism or the pro‘bleni of payments between the two
monetary blocs (Eurcpean Union of Payments - countries of the CONECON) or
the three geopolitical bloes ( advanced capitalist cowntries - under-
developed countries - tountries with a planned econcmy).

The system of compensation of payments between the two monetary
blocs can be set up in the following fashion:

| = First possibility: multiple compensation of settlements bebween all

countries belonging to the two bloes.

[Please see page 123]

The creation of such a system demends the setting up of precise
principles of periodic compensation of settlements which would result
in bilateral relations between countries with a certain limit as a start-
ing point: the surpluses or deficits are the subject Qf credits, above
that 1limit they must be paid for either in gold or in hard currency, etc.
Second possibility : The creation of_j;; union which would be responsi-

A
4
ble for seiiiing the balances which result from exchanges between West-

ern European countries and Eastern Eurcpesn countries, i.e., with the :

— 103 —
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exclusion of bilateral settlements in each zone. [See top of p. 124]

In adopting a similar system, the covtries must have the possibility
of settling surpluses or defiéits which come exclusively from trade with
countries of another monetery cr geopolitical zone. VThe surplus balcnces
originating from trade in each zone camnot be included in it due to their
reducing the elésticity of such a system of settlements.

3rd Possibility:
From the periodic settlement of the totel balance of papments be-

tween the two zones & multilateral compensation must result arising from
trade with the other zone end the rutual presentetion of net balences to
be naid for.

[Refer to bottom of p. 124]
It is certain that the establishment of an effective system for

balancing payments has the potential to give back the active role it used
to possess in trade.”

- Weaknesses in the Polish balance of payments

The belance of payments in Poland since 1956 has been found exposed
to the constant danger of very serious imbalances; the weak points in the
structure of the Polish balance of payments at the same time as the dan-

gers vhich threaten it can be arranged in 3 main groups:

w'lﬁ\l\ &
- Weelmesses and structural dangers arising from an imbalance ia the
A

group of food stuffs and agricultural products;
- Weaimess and accompanying dangers arising from the prices of raw
raterlals on the World markeb:

- Weaknesses and dangers in orientation arising from an excessive con~

. _— 105 ____-
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centration of exports in certain products dispatched in certain direc-

tions.

a. Effects of structural irbalances on the ‘balance of payments

Thelmost perceptible structural iribalances affect especilally the
group of food stuffs and agricultural products. In principle, the ris-
ing demand for cereal imports in Poland (the  causes have been treated
above already) must be balanced by the a:;:(..F:;‘\,.'::;\\e}(@or’c:. of meat. But as
astonishing as it may seem, such a balance existed at the »'bime of forced

industrialization:

— 106 ___-
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Grzin Meat

Averaqe imports per yéar: Average exports per yeear:
665,500 tons 77,200 tons
Ennuel worth: $50,300,000 fnnuel worth: $54,000,000

but ceased to exist in the next neriod:

1956 - 1958

Lverage imnorts ver year: Averagé exports per yeer:
1,390,000 tons 97,300 toms
Zinrual worth: $91,500,000 fnaual worth: $70,000,000

The balance of the totel balence in this group chenged from a state of
righ surpluses to & state of deficlts: rotal balance of exchenges in
food stuffs and agricultural products
1950 - 1955
Imnorts Exports Balance

560,000,000 $890,000,000 . +%330,900,000

1956 - 1958

Imports Exports Balance
£500,000,000 $420,000,000 ~ $80,000,000
— 107 =
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b. Effect of Imbalances Contingent on the Balance of Payments

World circumstances which effected a réduction in raw materials be-
ginning in 1957 had strong repercussions on Polish trade. It is useful
"to recall the extent of this drop-off. Of the 8 main export products in
Polish raw matefials, the price drop affected 5t=

coal (the price of American coal dropped 43.5% in 1957)

bacon (the price of Danish bacon ércp@e&.;‘g_¢au)?ot%75>

leminated products (thg price dropped 25%) ’

zirc (the price dropped L0og)

timber )
) (the price did not droﬁ)
eggs
coke )
sugar (dropped)

In short the summary index of prices for the 8 exported products
underwent the following variations:
1953 -~ 100
1956 - 152
1957 - 106
Stated otherwise, between 1956 and 1957, the index dropped 30%,
which irrplies a loss in export returns on the order of $230-235 million -
the loss of which through the reduction of coal pricéé was $200 million.
The price of coal has again droppgg in 1958 eight dollars per ton as

TaQ
compared to 1957 and in spite ofAincreased export of 2,287,000 tons of

108 .
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coal in 1958, the returns dropped in 1958 ‘J';l8.5 million - as com-
pared to 1957, or $220,000,000 as compared to 1956.

The drop-off in imported éroducts has not been as considerable and
could not balance the losses in exports.

For the twelve main import products of Polish raw matern'..a.ls 3
the situation wasl as follows: |

Cotton =~ prices rose 5%

Rice

Cocoa bheans - rise in prices

)
)
)
)

Tobacco

"( July 1957 - $70L per toa
Rubber - drop

December 1957 - $640 per ton

Nonferrous metal)

) .Trend toward price stability
Leather )
C:',":\Fg'(.; )

., Drop of 20%

l»;./
Wool
Iron ore Drop of a few points
[

Petroleunm The prices dropped slightly
Vheat The prices dropped 5&31«1‘(.?

The swmary index of prices for the 12 imported products underwent the

following variations:

1953 - 100
1956 - 105
1957 = 99.1

’ — 109 —=
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Stated otherwise, between 1956 end 1957, the index dropped 5.6%
which implies a profit of $ 25 - 35 million. To this, the larger profit
on the lowering of maritime freight costs on the order ofﬁis million
must be added. In short, in 1957 ( as compared to 1956) the prospective
loss rose to $220 million, the prospective profit .%o only $70 - 80 mil;,
lion. The result of this A potential imbalance showed a very consider-
able net loss of $150 million.

- ¢. Possible effectg%f the "directional" or "orientational® imbalances
on the balance of payments. |

One cen anticipate that the trade balance of Poland with the coun~-
tries having a planned economy will certainly show a deficit in the years
1951 - 1965. Nevertheless, the deficit trade balance ought to be balanced]
by transfers due mainly to railroad and maritime transit which is.car-
ried out on Polish territory. The "directional imbalances could be
more dangerous in Polish cammerce with the countries qf Western Eurocpe.
The very high concentration of certain export products exposes the bal-
ance of payments to very serious dangers in case of a droppingog; the val-
ue of exchanges (or in "swmary prices”). Thus, for example, t%;:éége
of a 5% price drop, the repercussion on coal ( which makes up 25% of the
exports to Western Europe) will bring about a 1.25% lowering of the to-

tal revenue; on bacon a drop of .32 %, ete.

[Refer to page 129] When exports and imports are balanced, a lowering

Saeadd

of prices mi..l not bring about great difficulties in the balance of pay-
ments. Nevertheless in the case of a deficit balence, each lowering of

encenders a considerable detericration, Thus, for exemple, a 5% reduction

—_— 110 ——
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of exnort revenue in the condition of a deficit balance (1958) equal to

Ny

o
’1%I5%he value of exports brings about a 33.3% increase in the deficit.
The theme can be advanced but the balance of payments is in danger

w.en concentration surpasses 2% of the exchanges (this is the case
g

\'>

xﬁéfe about 55% of the exchanges with Western BEurope) and for the
eichanges with the countries whose "directional" concentrationsg
surpasses 5% (about 40% of the exchanges with Western Europe).

The degree of concentration is presented in the graph below:

[ﬁefer to graph on 130/

If one considers the disastrous effect of the price drop in exports
on the Polish balance of payments, one must also consider the effect
which can be exerted by the rise of prices for products imported by
Poland from countries outside of the COMECON zone.

The table which follows [see page 131/ is based on the same
principle as above.

The seven products in the table represent 34.6% of the import
total. Solin this way when a 20% price rise is produced, the expenses
hastily figured out rise 6.92% (the same volume) causing the deficit
in the balance of payments to increase.

Obviously one can reverse the analysis and study the effects of
price rises in exports and price drcps in imports on the Polish balance
of payments.

The trend is becoming oriented in another diréction, nevertheless
(which is proved by the statement of profits and losses above and the

analysis of the dangers and "directional" weaknesses developed in the

gls
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line of price trends for exported and imported raw materials by Polarnd.

Polish
The table would be incamplete if the con51deratlons ordforeign

3

e deiecrinalic

trade and t e balance of payments covered only economically desertable
\

elements, A whole sphere of human relations which is beyoné.our field
of ana1y31s can be included Z."Z% and in it would be namely the
following problems:

- absence of a clear concept of the role of foreign trade in the

lanned econom .
pLa s precise

\

- absence of a'method of planning foreign trade and at the same

time 2 method based on the principle of economic rationality,

Lep e i fi \'in'.“ff .L»b" ey

absence of experlenceg leaders in exports and imports,

[}

we“k Eenetrwtlon of ideas bearing on foreign trade beyond those

r e

Tl

-

of a;; ‘ﬁs;j"'ﬂ of technicians in foreign trade who stand out between
the spﬁgre og\international trade and that of the national economy.

Such a situation appreciably hinders tﬁe development of foreign
trade. There are two aspects of this particularly;

1 - the absence of concept and method contribute to widening the
gap between the reality of foreign trade and the economic necessity
which rationally stands out;

2 - the absence of experienced leaders and of the penetration of

ideas in men's mind contributes to widening the gap between the

reality of foreign trade and the possibilities which are offered on the

e ——————

world market.

gls
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If the "human" factor played unfavorably in the process of Pol;;h

L
l.‘)‘x'n‘v"(

foreign trade restructure, the "time" factor intervened in thovhads ”
of the structure. An aékcﬂikwa saying that time is a means inégnted
to prevent happenings occuring all at the same time has rarely beeﬁ
truer than in the case of Polish foreign trade which ha; at least
three major facts to be noted in its favor, facts which}fhey had
occuréd at another moment could certainly have played greatly to a
disadvantage:

1. That the price drop in raw materials exported by Poland occurred
at the moment when they had ceased to play the fundaméntal role they
held in the Polish balance of\payments, i.e. in the beginning of the
intrasectorial specializatiogziﬁ the beginning of the international
exchanges resulting from it.

2. That the acute imbalance in the Polish balance of payments occurred
at the moment:

a) of relaxation in world politics and of hope placed in the west for
liberal prospect%é:s and for independence in Polish foreigr and domestic
policy cdue to Gomulka's election to the post of First Secretary of the
Party (thus the granting of American aid). |

b) at the time of the danger of disintegration of unity in the
Communist Bloc threatened by the U.S.S.R. after Gomulka's arrival to
pover in Poland and after the outbreak of the Hungérian revolution
(which caused the payment by the U.S.S.R. of transit expenses aciﬁi§f=cd

Poland due over a lorg period as well as the reimbursement of the mane
A

gls
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Decla

differences in the price of coal exported by Poland to the U.S.S.R.
coming from the disparity between the world price of coal and the price
paid by the U.S.S.R>

3. That the decisions of the COMECON with regard to the ihtroduction
of intense intrasectioral specialization between the member countries
were made after the basis of Polish industrialization had been
established. These decisions, if they had been made 2t an earlier
date, would have been likely to solidify the structure of Polish

forelgn commerce during its stege of intersectioral specialization

3
>

A

limited ~ one field (as is perhaps the case in Rumania, Bulgaria,
A

Albania).

This reasoning is developed not to enrich the economic history of

stacg

Polish foreign trade but for a completely different gqfl. The present
study show the evefution of foreign trade from its ;iﬁéhéé of light
development to its-stage of advanced economic development and as such
it can serve as useful information for countries on the way to
beccrming developed. These countries must realize that the "time"
factor does not always work to their advantage as was the case for
foreseeing
Polish foreign trade; nevertheless means of / and avoiding
unfavorable economic events exist. The lowering in prices of raw
materials, often inevitable, perhaps can be counterbalanced by the

development of the transformation industrys; economic aid coming from

both sides is possible only in certain political situations which are

neither frequent nor long-lived, and finally adherence to economic

gls
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unions can sometimes be prenature.

Credits and Aid From Abroad.

The Polish balance of payments, as could be expected, has suffered
serious damage for a few year:;h“The deficit in the trade balance was:

[Eee middle of page 1357

In order to remedy such a situation it was Jjudged absolutely
essential to call for foreign credits. The credits which have been

granted Poland can be differentiated as to their economic character

in the following manner:

"i:a;f=;ff&ﬁEconomic aid™ sort - these are mainly American credits; they
have been granted Poland for a period lasting 25 to 40 years in three
successive issues:
I. Issue - agreement on 7 June 1957 (supplemented on 14 Avgust
1957) for the sum of $95 million.
II. Issue - agreement on 15 February 1958 for the sum of $98 million
III. Issue - agreement on 10 June 1959 (supplemented on 10 November
1959 and 11 February 1960) for the sun of $103 million,
Total $296.3 million
After receiving these credits Poland was able to buy from the

o [z e
United States agricultural products and raw materials Ae sum of

,v‘/

5,-; million (wheat, cotton, oleaginous substances, gralns) and for

the u0~‘ - machines for the extracting and sheet mefal industries, skin

A

industries, ete,
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- Credits of the econcmic "advancement of trade® kind.

Such are the credits granted Poland either by installments on
future Polish deliveries or simply by credited deliveries.

- Credits of the "participation in common investments" kind

They presént themselves in the form of credits from the member
For
countries of the COMECLN granted Poland &= participation in Polish
A

investment projects. Above all it is a question of credits granted

or to be granted by Czechoslovakia and by East Gefmany. Thus for
exmmple in May 1958 Czechoslovakia granted Poland a credit of $62.5
million;fpart of its participation in the development of coal miniﬁg
production. Similar credit was to be alotted for the development of
the sulpher industry, etc. This combination of three kinds of credit
granted to Poland permitted it temporarily to fill in the gaps éi its
balance of payments. Inside the cgggﬁfydfﬁséefffcts of foreign credit
were such that the national revepué&iﬂéu§arious groups taking part

(x)
surpassed the national revenue produced from the market.

(x)

Statistical treatment of foreign trade in the national accountine

systen

In all the countries with a planned economy, the activities of

pecple whose employment is connected with foreign trade -- just as all
trade
those whose employment is connected with tiia domesticp -- are totaled

gls
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in production. But ﬁhe statistical treatment of the balance of
payments itself (imports and exports of merchandise and "productive*
services presents an intricate problem which depends mainly on the
special characteristics of price structures in these countiies and
absence of a single rate of change effectively relating domestic prices
to foreign prices. ((In Czechoslovakia and Poland>at least, the
productive services are in principle included in the balance of
invisible transactions and it seems that, for reasons of a practical
nature, certain “non-productive“‘services (transportation of travelers,
for example» can also be included in it.) Now, all.countries have not
solved this problem in the same vaye In all the countries of Eastern
Europe, except East Germany,'&;ggggéggévs consists of determining for

the objectives of national bookkeeping the surplus of exports or

- DAY TR A
(_;; Joe &4 A

L -
imports, firstﬁthe price ia curréﬁcy.
AN
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Lnto
LY
In order to convert L:t:r domestic prices the marketable survluse of

.

éxports or imports extablished in foreign currency, the difference
between the domestic value and the value n foreizn currency of the
total exports (or imports) is used 5a3d the surplus thus accessed is

cpnsidere* as v1v1nc the Droncr amount of the difference betweeen the
¢ N : ,

€ nromntlIal Pl ik [“ revenu national produit"] and the national
\ o

PR B /

avallable revenue in the country (callﬂ” available revenue', ‘distributed

revenue' or “Iinally rcslized revenue”). (In other terms, this differ-

ke ot
ence corresponds —- if oqe does not mmme-ﬂ due accounpAthe differences
. 1,1; oo
in definition OIA:,Nw%{WWJ ~- in the external formation of capital or
'

in the nel external - di:cinmvestment in tha “western® natlon system
of accounting)‘
However, for the total domestic expense in domestic prices (con-

sunption by private individuals and by groups and accumulatlon) to be
FiaTieeat mdapo g.""“..(f‘f’“ 3
identical to the domestic products (or suszc.zasloncle “ﬂoﬁuyt) reduced
A Pa™
by the surplus of exporis (or increased by the surplus of imports),
AN ha //’\A.‘ L3l i & r?oo’ucgal
before calculating the total indicating the Wgrossenation nal-~product®,

74

:the sum of net productscif the various sectors of domestic production
rmust be corrected so as take into consideration the profit or loss of
resources in domestic prices which results from a precise balance of
excorts and imports ;;§~foreign currency prices (according to the market-
able “2lue of which -ever of these two amouhbs-“pfbfit or loss - is

the lower). This corrective of prices is called "account of the price

e

differences in foreign trade" 1nf§olish bookkeeping system.

Declassified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5




- e l - = - - - —
B_é_claséified in Part - Sanitized Copy Approved for Release 2011/11/16 : CIA-RDP80T00246A060800560001-5

The numericel example below will offer an understanding of how
iy (=

- . b
this' *orrective is effectively calculated. [See top of page 135 )]

In this case there is no cuz~"us or deficit in foreign trade in
D
oreign currency price3° ca.aoientl" tnere w1ll be no dlfferencea in the

- .- TS o~ 7 .'
PR R e A ;l

By

account between the “*rﬁ“""na*’~ﬁﬂ Mﬁ“oLv‘” and the "avallable national
revenue'. The difference (75) betwcen the value of imports (225) and

that of exports (150) in domestic prices is treated in the total as a

o
profit for the economy ¢2 —Afor the national profit - resulting from

the difference between the ratios of domestic and fbreign prices for
exporis and imvorts,.

In the calculation of the domestic product, 75 will figure as a
distinet entry. lMost often, of course, foreign trade in foreign currency
prices does not balance; |

[Refer to the bottom of 135Pznd page 135 ©]

In each of the above cases, the third line indicates the ratio
between domestic policies and the prices of foreign trade for exports
as well as imports—the ratio which serves as a .ccnversion coefficient.

If one considers the level at which marketable imports and marketable
Z/Vl’~t-> 4 ’\(I
exports balance (each being accesséd in foreign trade prices), one
f)q,‘: /\ Cam

affirms that there is a Ylewe' of 75 units in exports and Im Viprofit?
Y A n
Ty

of 150 units ¢2 imports due to the dl.ferences in price so that the
N /,,-\‘.'_'!.:-', [T P }i SO -

net profit - wiilch must be included in the g:scswnatror produ~::::

P N A

is 75. 4 marketable surplus of exports with a foreign trade price

of 25 remains which,converted into domestic prices by means of the
ahe

coefficient above, becomes 50 i the domestic price; this difference is
N
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.

[
i
{
i

. ot
=} in the national accounts as a swrplus of exports g? this

Peera) 3

kxetable surplus of imports in domestic prices,

up, becoming on the one hand 75 in the Maccount

of »nrice dlxlerence"“ - & figure which is entered in the account as
Cooarives }’““”‘ﬂ
adding to the g;:::‘ct;i*,t - and on the other hand 50 which is the
- ~ ik
surplus of exports to deduct from this bitde to arrive at the "distributed
A
revenue" or available revenue in the country. Vor°over, the fact - +#4f
. was )ﬂ»&‘f' o Hhe !“_“k"
vl T sanmsllirn T the Yaccount of price differences?\aoes not

allow eliminating the contridictions which exist in the price structures

Svrecco Ao
of these countries. At the very most, by doing thls one.suec-ds~1n mak—

ing, in a certain sense, the total value of foreign traae harmonlze with

4]
the internal structure of nrices. The Yprofit" or the "loss' .. this

accountAcanAentlvelJ 4 ci¢ouo according to the ratlos of domestic prices

‘{corresponding more or 1ess to . the relative actual costs. In addition,
the profit or loss appearing as & result of foreign trade is a function
of its structure since the import of merchandise subjected to the tax
on . = turnover (most of the consumer goods) or the export of merchandise

not submitted to thls tax (investment goods) tends to increase the
L4\\’C !
profit and b;vcrucl o This practice had . as a particular congguence
1\6'4/ e“/L’LC‘\j'
nakine the asseoreat lncrbase of the domestic product =3 strongly
A 71’ e b P (A
affected by marked flL“i-laﬁﬁflﬂ the level of foreign trade or by

A

changes in its structure. The account of price differences is presented

in Poland as follows:see page 135 d, and top of page 136.

Such a situation cannot go on indefin%tely. In the five year plan
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/h Cam g

of 1061 1965, it is sugpested that the ncreasd in the natioral pnoxeat

\-g;efléreatly surpass the increase in distributed national revenue, the
retio botween these retes of erowth of necessity being: [see middle of
vege 136] '

From the retio betueen these figures, it is easy to conclude that
in the vast the fruits of labor (distribution of the national revenue)

ﬁﬁﬂwnafhmu»u:frjdur@
were creater than the effort (greﬂ"*nbuirnﬁmwcﬁeécct) and that the

A A 4
situation must become reversed in the future (if 6ne exvects vart of
INCey ¢

orivate consurpticn in the national pmiet to remain unchanged, which
corresnonds roughly to reality. Tt was 66.7% ih 1960 and will be 66%
in 1965'). It is obvious that such & dispersicn of ratios

quantity of labor snent in the two successive periods and lia-
volume of consumption realized

ble to affect in & certain way the inclination to work

(inont, of ohvsical effort and even the inclination to create
output of materiel results) ~

(input cof morsl effort
outout of material and moral results),

This cen prove that foreign trade in a country with a planned

economy can have just as large & scope as in a capitalist country.
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